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BEFORE THE
| LLI NOI S COMMERCE COMM SSI ON

I N THE MATTER OF:

COMVMONWEALTH EDI SON COMPANY,
No. 11-0721

Tariffs and charges submtted
Pursuant to Section 16-108.5 of
The Public Utilities Act.

Chi cago, Illinois
March 7, 2012

Met pursuant to notice at 10:30 a. m
BEFORE:

MS. CLAUDI A SAI NSOT and MR. ETHAN KI MBREL,
Adm ni strative Law Judges.

APPEARANCES:

EXELON BUSI NESS SERVI CES, by
MR. RI CHARD BERNET
10 Sout h Dearborn Street, Suite 4900
Chicago, Illinois 60603

-and-
ROONEY RI PPl E & RATNASWAMY, LLP, by
MR. GLENN RI PPI E and
MR. CARMEN L. FOSCO
350 West Hubbard Street, Suite 430
Chicago, Illinois 60654

Appearing on behalf of Comonweal th Edi son

Company;

MR. JOHN C. FEELEY, MR. JOHN SAGONE,
MS. JESSI CA CARDONI and MEGAN C. McNEILL
160 North LaSalle Street, Suite C-800
Chi cago, Illinois 60601

Appearing on behalf of Staff;
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APPEARANCES: ( CONT' D)

OFFI CE OF THE ATTORNEY GENERAL, by
MS. KAREN LUSSON,

MS. SUSAN SATTER and

MS. CATHY YU

100 West Randol ph Street, 11th Fl oor
Chi cago, Illinois 60601

Appearing on behalf of the People of

the State of Illinois;

HI NSHAW & CULBERTSON, LLP, by

MR. EDWARD R. GOWER

400 South Ninth Street, Suite 200

Springfield, Illinois 62701
Appearing on behalf of Metra;

BALOUGH LAW OFFI CES, LLC, by
MR. RI CHARD C. BALOUGH and
MS. CHERYL DANCEY BALOUGH
One North LaSalle Street, Suite 1910
Chi cago, Illinois 60602
Appearing on behalf of the CTA;

MS. JULI E SODERNA, MS. KRI STI N MUNSCH,
MS. CHRI STI E HI CKS and ORI JI T GHOSHAL
309 West Washington Street, Suite 800
Chi cago, Illinois 60606

Appearing on behal f of CUB,;

MR. RONALD D. JOLLY
30 North LaSalle Street, Suite 1400
Chi cago, Illinois 60602

Appearing on behalf of the City of

Chi cago;

43



10

11

12

13

14

15

16

17

18

19

20

21

22

APPEARANCES: ( CONT' D)

LUEDERS, ROBERTSON & KONZEN, by
MR. ERI C ROBERTSON and

MR. CONRAD R. REDDI CK

P. 0. Box 735

1939 Del mar Avenue

Granite City, Illinois 62040
- and

MR. CONRAD R. REDDI CK

1015 Crest Street, Wheaton, Illinois 60189
Appearing on behalf of the Illinois

| ndustrial Energy Consuners;

MR. ALAN JENKI NS
2265 Roswel | Road
Marietta, Georgia 30062
Appearing on behalf of the Commercial Group;

MR. JOHN B. COFFMAN

871 Tuxedo Boul evard

St. Louis, Mssouri 63119
Appearing on behalf of AARP.

SULLI VAN REPORTI NG COMPANY, by
Tracy Overocker, CSR
Carla Camliere, CSR
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EAMM NATI ON BY:
MR. COFFMAN PG 124

Martin Fruehe

Re - Re- By
W t nesses: Direct Cross direct cross Exam ner
Ross Henphi l | 49 55
66
84
114

130
153
162
165

187
189
203
208
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Nunber For ldentification I n Evidence
COMED

#1.0,1.1,1.1,11.0 51 54
11.1, 11. 2,20.0&20.1 51 54
#4.0,4.1 through 4.5, 187
4.7 through 4.10, 13. 0, 187
13.1 through 13.8,22.0& 187
22.1 through 22.8 187
#1 217
STAFF CROSS

#1 69

|1 EC

#1 149
AG CROSS

1 & 2 202
CuB

#1 208
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JUDGE SAI NSOT: By the authority vested in me
by the Illinois Comnmerce Com ssion, | now call Docket
No. 11-0721. It is the matter of the Commonweal th
Edi son Company and it concerns tariffs and charges
subm tted pursuant to Section 16-108.5 of the Public
Utilities Act.

WIl the parties identify thensel ves
for the record, please

MR. BERNET: On behalf of the petitioner,
Commonweal t h Edi son Conpany Richard Bernet, 10 South
Dear born, Suite 4900, Chicago, Illinois 60603,

(312) 394-3623.

MR. RIPPIE: Also on behalf of Commonweal th
Edi son Company, G enn Ri ppie, John Ratnaswanmy, and
Carmen Fosco of Rooney, Rippie & Ratnaswany, LLP. W
are at 350 West Hubbard, Suite 430, Chicago 60654.
(312) 447-2800.

MR. FEELEY: Representing Staff of the Illinois
commerce Com ssion, John Feeley, John Sagone, Megan
McNei |l and Jessica Cardoni, the Office of General
Counsel, 160 North LaSalle Street, Suite C-800,

Chicago, Illinois 60601.
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MS. LUSSON: On behalf of the People of the
State of Illinois, Susan Satter, Karen Lusson and
Cat hy Yu, 100 West Randol ph, 11th Fl oor, Chicago,
I1linois 60601.

MR. BALOUGH: Appearing on behalf of the
Chi cago Transit Authority, Richard Bal ough, Cheryl
Dancey Bal ough, Bal ough Law Offices, LLC, One North
LaSall e Street, Suite 1910, Chicago, Illinois 60602.

MS. HI CKS: On behalf of the Citizens Utility
Board, Christie Hicks, Kristin Munsch, Julie Soderna
and Orijit Ghoshal, 309 West Washington, Suite 800,
Chicago, Illinois 60606.

MR. JENKINS: On behalf of the Commerci al
Group, Alan Jenkins, 2265 Roswell Road, Marietta,
Georgia 30062.

MR. COFFMAN: Appearing on behalf of AARP, |I'm
John B. Coffman, 871 Tuxedo Boul evard, St. Louis,

M ssouri 63119.

MR. REDDI CK: Appearing for the Illinois
| ndustrial Energy Consunmers, |IIEC, Eric Robertson of
Lueders, Robertson & Konzen, 1939 Del mar Avenue,

Granite City, Illinois 62040 and Conrad R. Reddi ck,
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1015 Crest Street, Wheaton, Illinois 60189.

MR. JOLLY: On behalf of the City of Chicago,
Ronald D. Jolly, 30 North LaSalle, Suite 1400,
Chicago, Illinois 60602.

JUDGE SAI NSOT: And am | correct that there are
no appearances by phone?

(No response.)

JUDGE SAI NSOT: Okay. Good. M. Rippie.

MR. RI PPI E: Good nmorni ng, your Honors. The
Conpany's first witness is Dr. Ross Henphill. He is
in the room

(Wtness sworn.)

ROSS HEMPHI LL, Ph. D.
called as a witness herein, having been first duly
sworn, was exam ned and testified as foll ows:

DI RECT EXAM NATI ON

BY
MR. RI PPI E:
Q Dr. Hemphill, could you please state and

spell your name for the court reporter.
A My name is Ross C. Hemphill, R-o0-s-s,

m ddle initial C, He-mp-h-i-1-1.
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Q Now, is there before you three documents
t hat have been previously designated as your direct
rebuttal and surrebuttal testinmonies?

A Yes, | have them

Q Let's first turn to your direct testinony
designated as ConmEd Exhibit 1.0 with Attachnments 1.1
and 1.2 constituting 22 pages of narrative testinmony;
is that correct?

A That's correct.

Q Dr. Hemphill, are there any additions or
corrections that you need to make to Exhibit 1.0 or
the attachments thereto?

A No, there are not.

Q If I were to ask you the same questions as
appear on Exhibit 1.0 today, would you give these
same answers?

A Yes.

Q Let's turn to Exhibit, 11.0 which together
with the Attachnments 11.1 and 11.2 constitute your
rebuttal and | believe that's 33 pages of narrative
testinmony; am |1 correct?

A That's correct.
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Q Dr. Hemphill, are there any additions or
corrections you need to make to Exhibit 11.07?

A Yes, there are. There's couple of typos
that flipped by starting at Line 100.

JUDGE SAI NSOT: M. Rippie, why don't you show
me a copy of those and | can -- of 11.0 and |I can
make the corrections right on the copy.

MR. RIPPIE: Here's another set of each with
the verification and here's the third set.

(Wher eupon, ConEd

Exhi bit Nos. 1.0, 1.1, 1.2, 11.0,
11.1, 11.2, 20.0 and 20.1 were
mar ked for identification.)

JUDGE SAI NSOT: Am | correct that these are
just typos?

MR. RI PPI E: Yes.

THE W TNESS: Yes.

MR. RIPPIE: There are three single word
changes.

JUDGE SAI NSOT: All right. M. Hemphill, could
you lead me to the first page?

THE W TNESS: Page 5 of the rebuttal testinmony.
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JUDGE SAI NSOT: Okay.

THE W TNESS: Line 100. The word
"reasonability" should be changed to
"reasonabl eness. "

The second typo is on Page 22,
Li ne 463.

JUDGE SAI NSOT: Okay. | "' m there.

THE W TNESS: The word "result" in that |ine
should be "deleted.” So that -- I'lIl read after the
comma, but ConEd is entitled to adopt the position
t hat ComEd believes is just.

BY MR. RI PPI E:

Q And subject to those two corrections,

Dr. Hemphill, if I were to ask you the same questions
as appear on ComEd Exhibit 11, would you give the
same answers today?

A Yes.

Q Pl ease turn to your surrebuttal testinony,
whi ch has been designated as ComEd Exhibit 20 with an
attachment, ComEd Exhibit 20.1 constituting, |
beli eve, 37 pages of narrative testinony; is that

correct?
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A That's correct.

Q Are there any additions or corrections you
need to make to ComEd Exhibit 207

A Yes. There's one typo there.

JUDGE SAI NSOT: Okay. Where are we? Wth
ComEd Exhibit 207?

MR. RI PPI E: It's in the packet you have there.

JUDGE SAI NSOT: All right. What page again?

THE W TNESS: It i s Page 8.

JUDGE SAI NSOT: Page 8, okay. And |line again?
" m sorry.

THE W TNESS: Li ne 158.

JUDGE SAI NSOT: 158. Okay. | "' m there.

THE W TNESS: And at the end of that |ine,
there's "persist” which should be del eted.

JUDGE SAI NSOT: Okay. Any other typo on this?

THE W TNESS: None.
BY MR. RI PPI E:

Q And subject to that single correction, if |
were to ask you the same questions that appear in
ConEd Exhibit 20.0, would you give the same answers

t oday?
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A Yes.

MR. RI PPI E: Your Honor, that concl udes the

direct exam nation of Dr. Henphill.

into evidence the follow ng exhibits:

1.0, 1.1, 1.2,

| would offer

ComEd Exhi bi t

11.0, 11.1, 11.2 and 20.0 and 20.1.

JUDGE SAI NSOT: Any objection?

(No response.)

JUDGE SAI NSOT: Okay. Heari ng none,

motion is granted, Counsel. And for

ComEd Exhi bi t

your

the record,

1.0, 1.1, 1.2, 11.0, 20.0 and 20.1 are

admtted into evidence.

MR. RIPPIE: And 11.1 and 11.2.

JUDGE SAI NSOT:  Okay. 11.1 and 11. 2.

for pointing that out.

Those are admtted as wel |.

(Wher eupon, ConEd
Exhi bit Nos. 1.0, 1.1,
11.0, 11.1, 11.2,

20.0 and 20.1 were

admtted into evidence.)

Thanks

MR. RI PPI E: And the witness is avail able for

Cross.
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MS. McNEI LL: Staff would like to proceed first
if that's okay with your Honors of cross of
M. Hemphill, but I did want to check to see if Staff
was able to hear Mr. Henphill.
So, Scott, were you able to hear
M. Hemphill when he was speaking?
A VOI CE: No, it's very faint. Perhaps if the
m c could be noved a little closer.
MS. McNEI LL: Okay. Scott, we moved it closer.
Just let me know if you can't hear.
A VOI CE: Thank you
CROSS- EXAM NATI ON
BY
MS. McNEI LL:
Q And, Mr. Henmphill, try to speak up
A Yeah, if it would help, | could stand

closer to it as well.

Q | don't want you to stand.
A | don't m nd.
JUDGE SAI NSOT: | think that's okay.

BY MS. McNEI LL:

Q Good morning, M. Henphill. My name is
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Megan McNeill and | represent Staff.

A Good nmor ni ng.

Q | have some brief questions and then
M. Sagone is going to do sone.

If I could refer you to your

surrebuttal testinmony on Page 8 to your Exhibit 20.0.
If I could refer you to Lines 165 to 168.

A Yes.

Q In there you state, Even if actual costs
are finally recognized and are added via

reconciliation, paren with interest, end paren, to

the revenue requirements, custonmers and utilities
wi Il have been harmed by the increase to uncertainty
volatility and the cost of larger reconciliation

adjustnments; is that correct?

A Yeah, that's the testinmony.

Q M. Hemphill, do you have an opinion on
whet her the reconciliation adjustments will be nore
often over or under recovered?

A | do not.

Q Are you famliar with the components of

pl ant included in rate base in the formula rates?
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A Yes.

Q Do you agree that in setting rates for the
year 2012, the plant in rate base includes historic
2010 plant as well as projected 2011 plant additions?

A Yes.

Q Now, that rate base will be one of the
components used in the 2012 reconciliation; is that
correct?

A That rate base being which?

Q The rate base that includes the historic
2012 plant as well as the projected 2011 pl ant
additions. That will be -- that will be used as one
of the conponents in the 2012 reconciliation.

A You said historic 2012 pl ant?

Q The historic 2010 plant as well as the
projected 2011 plant additions.

A Well, the reconciliation would not -- would

no | onger be projected. The reconciliation would be

actual .

Q But when we -- in the reconciliation, we
will be comparing the 2012 actual rate base, which
will ultimately include the historic 2010 plant, the
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2011 plant and the 2012 plant; is that correct?

A "Il continue to try to clarify this
because | think it's --

Q Let nme rephrase. Let nme rephrase. In the
2012 reconciliation, we'll be conparing the 2012
actuals to 2010 plant and 2011 additions?

MR. RI PPI E: Can | just ask for a
clarification, please, and | think maybe this wil
solve the problem VWhen you say "the 2012
reconciliation,”™ do you nmean the reconciliation that
occurs in 2012 or the reconciliation of the 2012?

MS. McNEILL: The reconciliation of the 2012.

THE W TNESS: So you're referring to a filing
on May 1st, 20137

BY MS. McNEI LL:

Q Yes.

A Okay.

Q Al so, |I've had a request for you to speak
| ouder, if you can.

JUDGE SAI NSOT: Mss McNeill, you're a little

faint, too.

THE W TNESS: Should | stand up?
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JUDGE SAINSOT: Well, let's try this again.

THE W TNESS: So this is a filing that wll
occur on May 1st, 2013.

BY MS. McNEI LL:

Q Yes.

A And you're asking what will be included in
the reconciliation on May 1st, 20137

Q Yes.

A And | believe you stated that it would be
the 2012 actual ?

Q Ri ght . So the rate base -- okay. \When we
set rates for 2012, the plant in rate base will
include the historic 2012 plant as well as projected
2011 plant additions; is that correct?

A | really -- | apologize, but I'mgoing to
try to clarify this now because | think there's a
m sunder st andi ng you know, throughout the written
record thus far as to how this worKks. | am not an
expert as to how it works, M ss Houtsma is really the
best person to get into details of this, but at a
high level, 1'd like to clarify it as best | can at

t his point.
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In 2013 -- May 1st, 2013, the filing
will be for rates that would go into effect at the

begi nning of the year 2014. That filing on May 1st

will include a reconciliation. That reconciliation
will be on 2012 actual that was projected in the
previous regul atory process. I s that your

under st andi ng of it?
Q Ri ght . | just wanted to make sure.
Now, in the reconciliation of the
20- -- that we do for the 2012 actuals, we wil
conpare 2012 actuals to 2010 plant and the 2011
additions; is that correct?

A | just have to state it the way |
understand it because | really am sorry, | didn't
under st and what you just said. The May 1st, 2013
filing will include a number of -- there's two main

conponents that we talk about that's in these May 1st

filings and so when you get to 2013, it's a good
exampl e because in 20- -- on May 1st, 2013, there
wi Il have been rates that were put into effect at the

end of 2012, which included a projection of capital

for 2012.
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By the time you get to May 1st, 2013,

there's no | onger a need for projections, it's an

actual and, therefore, on 2013 -- one of the
components on the May 1st, 2013 filing will be a true
up, Iif you will, a reconciliation between what was

projected in the previous proceedi ng process and what

is evident, okay, is actual.

Q Ri ght .

A Okay.

Q | think we're all on the same track

A Okay.

Q But I think -- I'"m going to move on and

maybe we can follow up with Ms. Houtsma on sonme of
t hat .

Now, if we could -- still on Page 8 of
your surrebuttal testimony, Lines 169 through 171 you
state there that Staff w tnesses argue for the
conti nued imposition of rules applicable to pro forma
test year adjustments to the annual formula rate
process; is that correct?

A Yes, that's the question.

Q Then on Page 9, Lines 172 through 174, you
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state, In historical ratemaking, the utilities were
all owed and in some cases, required to make pro forma

adjustnments to test year costs for known i mrmeasurabl e

conditions outside of the test year; is that correct?
A Yes.
Q M. Hemphill, in M. Bridal's direct and

rebuttal testinmony, he doesn't refer to his
adj ustment plant additions as a pro forma adjustnment,
does he?

A "Il take your word for it that he doesn't
use those words.

Q Okay. And to follow up, in M. Bridal's
direct and rebuttal testinmny, he also doesn't use
the term "known i mmeasurable,” does he?

A Again, | would have to review the whole
testi mony again before me, but I1'll accept --

Q Subj ect to check?

A -- your word for it.

Q Thank you

A Yes.

Q So based on those two questions, you would

agree that your description in your surrebuttal
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testinmony of M. Bridal's plant in service adjustnment
as a pro forma adjustnment for a known i nmmeasurabl e
change is merely your characterization of his
testinony rather than the way M. Bridal defined his
adjustnment himself; is that true?

A It is my characterization, however, | think
it's an inmportant characterization to bring out in
this proceeding as to the difference between how
t hi ngs were done when you had test years as opposed
to the formula process that we're tal king about here.

Q Okay. On Page 10 of your surrebutta
testinony, Lines 210 to 212, there you refer to
M. Bridal's and Staff -- also Staff w tness
M. Rashid and you say, They incorrectly argue that
projections nmust continue to be based on specific
projects; is that correct?

A Yes.

Q However, in M. Bridal's testimny, he
doesn't adjust specific projects as opposed to the
aggregate projection for plant additions, does he?

A Oh, nmy understanding is that -- | don't

know which wi tness was which, but there were -- to
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use nmy own term there was a -- an individual tine to
i ndi vidual projects or a specific tine to individual
projects in the evaluation that was done that led to
t he concl usion of Staff.

Q Okay. Wuld you accept, subject to check,
that Mr. Bridal's testinony -- in his testimny, he
doesn't adjust specific projects as opposed to the
aggregate projection for plant additions?

A Okay. "1l accept that.

Q And then another follow up question,

M. Hemphill, you' d agree then that your description
here in your surrebuttal testimny of M. Bridal's
plant in service adjustment as adjusting specific
projects is merely your characterization of his
testinony rather than the way M. Bridal hinself
defined his adjustment; is that true?

A "Il certainly accept that it's my
characterization of the way in which the fornmula
process is being treated and how it's being treated
in a simlar manner to when there were test years.

Now, the specifics in terns of how the

accounting works and such, we'll have anple
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opportunity to exam ne when we talk with M. Brida
and Rashid and also in the testimny of M ss Houtsm.

Q Thank you. A couple more questions. I f we
could nove to Page 12 of your surrebuttal testinmony,
Li nes 251 to 252.

A Okay.

Q And there you testify that the FERC Form 1
for any given year lists the total plant as of the

end of that year because in your opinion, that figure

captures the activity for the year; is that correct?
A That's correct.
Q M. Hemphill, referring you to the FERC

Form 1 for any given year, does the bal ance of pl ant
in service as of the end of the year accurately
represent the balance of plant that was actually in
service for the entire year?

A No, it is the plant that was in service at
the end of that year. So it represents that year's
activity, if you will, in ternms of total investment.

MS. McNEI LL: Thank you. | do not have any
further questions for M. Henphill, however, ny

co-counsel, M. Sagone has some questions.
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CROSS- EXAM NATI ON

BY

MR. SAGONE:

Q Good morning, Dr. Henphill

A Good mor ni ng.

Q ' m John Sagone and |'ve got a few
guestions for you as well.

First, | just wanted to ask you sort
of some clarifying questions regarding customer and
met er char ges.

A Yes.

Q Now, woul d you agree that the Conpany's
proposed customer and meter charges combi ned recover
50 percent of total delivery service costs for both
the residential and watt-hour classes?

A That was the intention, yes.

Q And do you know what percent of fixed costs
for the residential class are recovered by the

combi nati on of your proposed customer and meter

charges?
A You mean precisely what percent? Could you
repeat the question? |'msorry.
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Q Sur e. Do you know what percent of fixed
costs for the residential class --

A Oh.

JUDGE SAI NSOT: Wbould that be a no,
Dr. Hemphill?

THE W TNESS: No, |I'm thinking through it.

JUDGE SAI NSOT: Okay. Proceed.

THE W TNESS: | believe it's approxi mtely
50 percent.
BY MR. SAGONE:

Q And do you know what percent of fixed costs
for the watt-hour class are recovered by the

combi nati on of your proposed customer and meter

charges?
A Not -- just for the watt-hour, | can't say.
Q Dr. Hemphill, 1'd Iike to direct you to

Page 29 of your surrebuttal testinony, specifically
Li nes 606, 607.

A Okay.

Q In there you state, M. Lazare continues to
argue that the 2010 rate case order directs that

customer and nmeter charges be set at 50 percent of
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fixed costs; is that correct?

A Yes.

Q And that's in -- and in making that
statement, you're referring to M. Lazare's rebuttal
testinony; is that correct?

A That's correct.

Q And | notice that you have in quotation
mar ks, that customer and meter charges be set at
50 percent of fixed costs; is that correct?

A Yes.

Q Are you directly citing M. Lazare with
t hat quotation?

A No.

Q And do you have a copy of the Com ssion
order for Docket 10-0467 with you today?

A | do not.

MR. SAGONE: Your Honor, may | approach?

JUDGE SAI NSOT: You may. M. Sagone, can we
mark this as a cross exhibit?

MR. SAGONE: Staff doesn't intend to enter it
into evidence.

JUDGE SAI NSOT: Let's just mark it as a cross
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exhi bit any way so we're cl ear. We'll call it Staff
Cross Exhibit A.
MR. SAGONE: Can we make that 17?
JUDGE SAI NSOT: 1.
(Wher eupon, Staff Cross
Exhi bit No. 1 was
mar ked for identification.)

JUDGE SAI NSOT: And for the record, that's the
final order in Comonweal th Edison's |[ast rate case,
whi ch was 10-0467 and it is -- not including
appendi xes - -

MR. SAGONE: The appendi xes should be in there.

JUDGE SAI NSOT: No, I"mjust -- the length is
317 pages, not including appendi xes.

BY MR. SAGONE:

Q And, Dr. Henphill, you are famliar with
the order in Docket 10-0467; is that correct?

A | am indeed.

Q And can you point to me any place in that
order -- in the order in Docket 10-0467 where the
Com ssion states that fixed charges should be set to

recover 50 percent of total costs?
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A Before | page through this and try to find
whet her or not there is the exact line, | have to
state what nmy position is; and the Company's position
is that the record was pretty conmplete in this docket
in terms of what the intention was in the straight
fixed vari abl e desi gn. There was only one straight
fixed variable design that was introduced into
evidence and everything that was referred to as a
straight fixed variable design during that procedure
or proceeding was the one that was introduced by
Commonweal th Edi son. Therefore -- although maybe the
words may not match up throughout the whole
proceedi ng, that was the intention of the design and
the intention was the way in which the Conmpany design
it.

Q And that was the intention of the Conmpany's
design; correct?

A That was the intention of the Conmpany's
design and it is the Conmpany's position that that was
the intention of the order.

Q So going back to the question, can you

point me to any place in the order in Docket 10-0467
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where the Com ssion states that fixed charges should
be set to recover 50 percent of total costs?

A Agai n, without |ooking through every page
here, perhaps not. However, that was the design that
was being deliberated in this case.

Q You can | ook through the order if you wi sh.

JUDGE SAI NSOT: \While we're pausing here, |

note that M. Gower cane in after appearances were

made.

MR. GOWER: If I m ght enter my appearance,
Judge. Thank you very nuch. On behalf of Metra, |I'm
Ed Gower . l"m wi th Hinshaw & Cul bertson, LLP

400 South Ninth Street, Suite 200, Springfield,
Il 1inois 62701. My tel ephone number is (217)
467-4916.
Thank you, your Honor.
JUDGE SAI NSOT: And also for those of you who

canme in |late, we are encouraging every one to take

their jackets off. It's warm in here.
MR. RI PPI E: Your Honor, if we could -- your
Honor, if we could save some time, | think we can

stipulate that the three words, quote "of total cost"
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cl osed quote, don't appear anywhere in the order
based on an electronic search, so that saves us since
the three words "of total cost" are part of the
guesti on. | f those three words don't appear, then
the statement that you read doesn't appear.

MR. SAGONE: Well, actually, it was
specifically 50 percent of total cost.

MR. RIPPIE: Yeah, but -- | didn't search for
50 percent because | can't tell whether 50 was
written out or in numerals or percent, so | just
searched for "of total cost" and "of total cost"”
doesn't appear. So if "of total cost" doesn't, then
50 percent of total cost doesn't appear.

THE W TNESS: "1l accept that.
BY MR. SAGONE:

Q And can you point me to any place in the
10- 0467 order where the Com ssion states that
residential or watt-hour customer charges shoul d
recover a share of variable costs?

A If you're stating it's not in the order,
"Il accept that, subject to check

Q Can you point to any place in the 10-0467
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order where the Com ssion states that any residenti al
fixed or delivery charges should be based on the
recovery of total costs?

A Again, |I'll accept that subject to check

Q Now, in Docket 10-0467 you originally
proposed recovery of 60 percent of total costs
t hrough fixed charges for residential and watt-hour
customers that would move into additional steps to
80 percent of total costs; is that correct?

A That's correct.

Q And the Com ssion did not accept any of
t hose percentages that you proposed in that case; is
t hat correct?

A That is correct.

Q Dr. Hemphill, if you could turn to
Page 30 of your rebuttal testimony, Line 621 through
6247

A | am t here.

Q In there you state, For each of the subject
delivery classes, there are four base rate delivery
service charges, two of which, dash, the DFC and the

Illinois Electricity Distribution Tax charge, paren,

73



10

11

12

13

14

15

16

17

18

19

20

21

22

quote, |EDT, end quote, end paren, are volunmetric
charges because they are applied on a per kil owatt
hour basis; is that correct?

A That's correct.

Q So the only two volumetric charges in
current rates for residential and watt-hour customers
are the DFC, or Distribution Facilities Charge, or
the I EDT; is that correct?

A That's correct.

Q l'd like to explore the |IEDT charge a bit
nor e. Referring back to the order in 10-0467, if |
could direct you to Page 285 of that order.

A Okay.

Q In the second paragraph of the Com ssion
anal ysis and concl usion section, the order states
there, The Com ssion agrees with Staff that since the
| EDT is related to usage, cost causation principles
woul d argue for recovery through a third kil owatt
hour charge for all customers.

Do you see that?

A Yes.

Q And woul d you agree that in the next
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par agraph on Page 285 of the 10-0467 order, the
Com ssion adopted a separate volumetric charge to
recover the |IEDT tax --

A Yes.

Q -- in the order and I'll refer you
specifically to the followi ng | anguage: The
Com ssion adopts ConEd's proposal to modify its rate
design to provide a separate volumetric charge for
the recovery of the Illinois Electricity Distribution
Tax and uncol |l ectible costs associated with the
application of the tax for all the reasons stated
her ein.

A Yes, that's what it says.

Q So you woul d agree?

A That's what the order says.

Q And to your know edge, was the | EDT charge
approved by the Com ssion to recover any other costs
besi des the usage-based | EDT tax and | EDT rel ated
uncol | ecti bl es?

A No.

Q And to your know edge, was the | EDT charge

devel oped by the Company for its conpliance rates
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designed to recover any other costs besides the
usage- based | EDT tax and | EDT rel ated uncoll ecti bl es?

A That's how it was designed, yes.

Q Now, Dr. Hemphill, would you agree that the
Conpany considers all system costs not related to the
| EDT to be fixed costs?

A Yes.

Q And just to clarify, those variable costs
are | EDT costs and | EDT rel ated uncollectibles; is
t hat correct?

A Yes.

Q Now, does the Company propose that any of
the fixed costs on the ConEd system be recovered
t hrough the | EDT charge?

A No.

Q Now, Dr. Hemphill, if I could direct you to
Page 29 of your surrebuttal testimony.

A ' m sorry, what page was that again?

Q Page 29.

A Okay.

Q And on Line 609 through 611 you state the

followi ng concerning Staff Wtness Lazare's
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testinony, quote, He is claimng that the order says
the customer and meter charges can only recover

50 percent of fixed costs and by inmplication, that
all variable costs nust be recovered through
volunmetric rates; is that correct?

A Yes.

Q Now, didn't you previously agree that the
only variable costs on the system are the | EDT tax
and | EDT rel ated uncoll ecti bl es?

A Yes.

Q And you al so agreed that these costs are
recovered through the volumetric | EDT charge; is that
correct?

A Correct.

Q So are there any other variable costs on
the system that you believe should be recovered
t hrough fixed customer and nmeter charges?

A No.

Q Dr. Hemphill, if I could direct you back to
the Com ssion order for Docket 10-0467 on Page 232.

A 230 what ?

Q 232. Now, in the |ast paragraph -- are you
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t here?

A Yes, | am

Q In the | ast paragraph of the Com ssion's
conclusion on the SFV issue, which would be the
second full paragraph on the page, sort of in the
m ddl e of the paragraph.

A Did you say 2327

Q Yes. Page 232.

JUDGE SAI NSOT: Ils this under the subheadi ng,
Decoupling the NRDC proposal? 232? |Is that correct?
MR. SAGONE: Can you just give me a m nute?

JUDGE SAI NSOT: Sur e.

MR. SAGONE: | lost it myself.

JUDGE SAI NSOT: Go ahead.

BY MR. SAGONE:

Q Okay. So it is Page 232 and it's the
second full paragraph sort of down in the m ddle
about the fourth sentence, it states, In an effort to
gradually nmove towards more realistic cost causation
and to avoid rate shock, the Com ssion concludes that
the use of volumetric charges be reduced so that they

recover 50 percent of fixed delivery service costs.
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Do you see that?

A | do.

Q Then if you could turn to Page 28 of your
rebuttal testinony.

JUDGE SAINSOT: This is Page 28, M. Sagone?

MR. SAGONE: Yes.

THE W TNESS: Okay.

BY MR. SAGONE:

Q On Lines 573 to 576. VWhere you state
quote, In nmy view, the sentence should be read to
express the Com ssion's desire consistent with the
bal ance of the order to reduce the reliance on
volunmetric charges so that they recover no nmore than
50 percent of fixed costs.

Do you see that?

A Yes.

Q Now - -

JUDGE SAI NSOT: Excuse nme. s this his
rebuttal ?

MR. SAGONE: This is his rebuttal, yes.

JUDGE SAI NSOT: Okay. | was in the

surrebuttal. Sorry.
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MR. SAGONE: Wbould you like me to repeat that?
JUDGE SAI NSOT, no that's okay, but thanks.
BY MR. SAGONE:

Q Now, referring back to that sentence in the
10- 0467 order, would you agree that that sentence
said that volumetric charges should recover
50 percent of fixed delivery services costs?

A Yes, that's what the sentence says.

Q And there is no reference in that sentence
to either no nore than or no |l ess than; is that
correct?

A That's correct. Sent ence.

Q So if volumetric charges recover 50 percent
of fixed delivery services costs, what charges are
there left to recover the remaining 50 percent of
fixed costs?

A Coul d you repeat that?

Q Yes. So if volumetric charges recover
50 percent of fixed delivery services costs, what
charges are there left to recover the remaining
50 percent of fixed costs?

A It would be volumetric charges.
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Q So your answer is volumetric charges?

A That was my answer, yes.

Q If I could just ask you one nore tinme, so
if the volumetric charges recover 50 percent of fixed
delivery services costs, what charges are there left
to recover the remaining 50 percent of fixed costs,
you're saying volumetric --

A Fi xed charge. ' m sorry. | thought the

guestion was, if volumetric charges recover 50

percent, what charges are left to recover -- this is
an if then; right? Okay. It's not saying what is,
but it's an if then and -- so if volumetric are

recovering 50 percent, then fixed charges would
recover -- would be available to recover the other.

Q So what charges are recovering those
50 percent of fixed costs?

A Okay. Let's call fixed costs the pie, 100
percent and you're asking -- you can ask it two
different ways; right? |If volumetric charges are
recovering 50 percent, then what is left to recover
the other 50 percent? It would be fixed charges.

If fixed charges are recovering
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50 percent, what would be available to recover the
ot her 50 percent of fixed costs volunetric charges?

Q So what are the fixed charges recovering
the remai ning 50 percent of fixed costs?

A The custonmer charge and the meter charge.

Q So returning to the Com ssion's order in
Docket 10-0467, can you point to any place in the
10- 0467 order where the Com ssion states that a share
of variable costs should be recovered through either
customer or nmeter charges?

A No.

Q And can you point to any place in the
10- 0467 order where the Com ssion states that either
fixed customer and meter or usage charges should be
based on 50 percent of revenues?

A No.

Q Dr. Hemphill, if |I can refer you to Page 30
of your surrebuttal testinmny, Line 623 to 625. Now,
you state there and I quote, As | said in ny rebuttal
testinony, the order inmposes no restriction at all on
the share of total costs recovered through fixed

char ges.
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A That's correct.

Q Now, to your know edge, does the order in
10- 0467 make any statenment about what share of total
costs should be recovered through fixed charges?

A | can't say that it does.

Q So would that be a no?

A No -- or yes, it would be a no.

Q And to your know edge, does the order in
10- 0467 make any statenment about what share of total
costs should be recovered through vari able charges?

A No.

MR. SAGONE: | have nothing further at this
time.

JUDGE SAI NSOT: M. Feeley, am | to take it
t hat you have questions?

MR. FEELEY: No, | do not.

JUDGE SAI NSOT: Okay. Just asking. So is
that -- does that conclude Staff?

MR. SAGONE: Yes, it does, your Honor.

JUDGE SAI NSOT: Okay. Who is next?

M. Brady, there are some seats way at

the other side.
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CROSS- EXAM NATI ON

BY
MS. LUSSON:
Q Good morning, M. Henphill
A Good nmor ni ng. How are you?
Q Fine. Thanks. How are you?
A Very good.
Q First, I'd like to start with a few

questi ons about your background. You' re not an

accountant by education or training, are you?

A No. | started to major in accounting, but
they said | didn't have the personality.

Q | nteresting. Okay. So you are not a CPA;
that's right?

A | am not.

Q Woul d you consi der yourself an expert on

regul atory accounting?

A No. We have experts that have test- -
that are testifying in this docket on that.

Q And are you typically involved in the
Conpany's preparation of FERC Form 1 filings?

A | am not.
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Q Have you ever overseen ComEd's or any ot her
company's FERC Form 1 filing?

A | have, but it was |long ago.

Q But not ComEd' s?

A But not ComEd's, no.

Q Turning to Page 3 of your direct testinmony.
Actually, let's turn to your Exhibit 1.2.

Your Exhibit 1.2 is intended to be
sort of an overview or an explanation of the
Conpany's view of the regulatory framework that was
established by the new Section 16-108; is that
correct?

A Yes.

Q Woul d you agree that, as | understand the
Conpany's position, that Rate DSPP, after it's been
reviewed by the Com ssion, will serve as the tenplate
for calculating ConEd's rates for every -- each year
in the foreseeable of the future through the sunset
of this act?

A Yes. Unl ess nodi fied by the Com ssion.

Q And to the extent that Rate DSPP -- that

the Rate DSPP that is proved in this docket serves as

85



10

11

12

13

14

15

16

17

18

19

20

21

22

the tenplate going forward for rate setting, would

you agree that it is inportant for the Com ssion to

carefully investigate each el ement of rate DSPP and

the formula ratemaki ng mechanismthat's been proposed

by ComEd in order to ensure that the Conpany's

delivery service rates are just and reasonabl e?

A

Q

Yes.

In fact, the Com ssion has been given 240

days or actually eight months to do just that, hasn

it?
A
Q
A
t hat .
Q

In this docket?

Yes.

didn't count the days, but I'Il subject

Subj ect to check.

So, the -- ConmEd's Rate DSPP does not

necessarily consist of ComEd handing the Com ssion

its FERC Form 1 filing and saying, These are the

rates you should put in effect, is it?

A That's correct.

Q Now, at Page 3 of your Exhibit 1.2, you
note that at the same time ConEd files Rate DSPP,

"t
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it's also filing the data that popul ates the formula
in using calendar year 2010 plus projected plant
additi ons, updated depreciation reserve and
depreci ati on expense; is that correct?

A For 20112

Q Ri ght .

>

Yes.
Q On that plant part?
A Yes.

Q And on Page 4 you note that the Com ssion
wi Il hold hearings and approve -- or approved with
modi fi cati on Rate DSPP and that approval of your case
is filed would initially reduce rates by 54 mllion
and that's the Company's position; is that correct,
at least initially?

A Initially.

Q At the bottom of Page 4, you discuss the
annual updates to the reconciliations that nmust occur
under Rate DSPP. Wuld you agree with me that the
process you're describing could be characterized as a
t wo- st age process in that each year, rates are set

using formula inputs for expenses in rate base but
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these rates are ultimately then trued up to reflect
actual costs in a subsequent reconciliation
proceedi ng?

A Yes.

Q Now, on Page 5 you state, The second
components of the May 1st filing is a reconciliation
to true up previously approved revenue requirements.

Does this true up provision help to
ensure that ComEd will recover all of its incurred
costs during the year that was the fornula rate year?

A | would state it differently because it's
symmetrical . It assures that the costs are properly
reflected in the rates ultimately. This could work
upward or it could work downward.

Q Let's go to your direct testinony at
Page 19, please, Line 372. There you state that
i mportantly the annual reconciliation proceedi ngs
ensure that ComEd recovers no nore than its actual
cost of service.

Do you see that?

A Yes.

Q Wth respect to that statenment, does -- in
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your opinion, does the reconciliation provide a
saf eguard for any concerns the Com ssion may have
regarding inclusion of projected plant investment
amounts in the Conpany's future annual filings?

A That was -- | was going to answer, but |
didn't pay close enough attention to the |ast few
wor ds of your question, so do you mnd repeating it.

Q Sur e. I n your opinion, does the
reconciliation provide a safeguard for any concerns
the Com ssion may have regarding inclusion of
projected plant investment amounts in the Conmpany's
future annual filings?

A That was the intention and | believe it
shoul d acconplish that.

Q Does, in your opinion, the reconciliation

provi de an opportunity for ConmEd to fully recover any

increases in its recorded expenses that may have
occurred if actual expenses have grown to exceed the
amounts used to set the initial rates for the year
bei ng reconcil ed?

A It provides the opportunity. Again, it's

subject to exam nation by the Com ssion and al
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parties through the proceeding.

Q In the sentence when you say that ConmEd --
at Line 72 -- will recover no nore than its actual
cost of service. It's also true, isn't it, that
ComeEd will |ikely recover no less than its actual

cost of service, isn't it?

A Yeah, it is designed to be symmetrical.

Q | want to go through with you, if | could,
ways in which ComEd could possibly fail to recover
some of its future costs of service under Rate DSPP.

For exanple, one way actual costs may
not be recovered is if ComEd spends noney on
something that is ultimately disall owed by the
Com ssion; is that true?

A Yes.

Q It's possible, isn't it, that when the
formula revenue requirement is translated into rates,
t hat ComEd future sales volumes may decline causing
t he Conpany to fail to recover some of the approved
revenues; is that also true?

A Yes. In one year, yes, that's correct.

Q Alternatively, could the Conmpany's sal es
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volumes increase above the |evels used to set rates
causing ConmEd to over earn in a particular
reconciliation year?

A ' m going to qui bble with the word "earn."
It would recover nmore revenues than what it was
designed to recover because in that one year, the
sal es volumes were higher than the billing
determ nants that were used. | won't get into the
guestion of earnings.

Q We won't get into the question of earnings,
fine.

s it correct that there is a return
on equity based earnings collar within the fornula
rates that |limts the amount of costs over or under
recovery that can be caused by fluctuations in sales
vol umes?

A Yes.

Q Now, on Page 15 of your direct, Line 289,
you reference the performance i nprovenment measures
and indicate if ComEd doesn't achieve the increnental
annual performance goals for a given period, ComEd

must reduce its return on equity.
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Do you see that there?

A Yes.

Q So is this another place where ComEd may
earn less than its plan -- than is planned under
formul a regul ati on?

A Yes.

Q Are there any other ways in which you can
t hink of that ComEd would fail to recover its actual
costs under formula ratemaking in the form being
proposed beyond | CC di sall owances, sales vol ume
declines or performance failures?

A None come to m nd.

Q Let's go back to your Exhibit 1.2, Page 5.
If you |l ook at the sixth line fromthe top it says,

Rat e DSPP specified that any differential will resul

t

in a corresponding credit or charge with interest to

be included in the delivery service charges
applicabl e beginning January 1lst of the follow ng
year .
Do you see that?
A Yes.

Q And it's correct, isn't it, that this
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provi sion conpensates ConEd for the time val ue of
money if its expenses or rate base increase faster as
measured through the reconciliation process than was
contenpl ated in setting the initial rates?

A Yes, but it is symmetrical. It works the
ot her way. | didn't know if you were going to have a
follow-up to say, Does it also conpensate the
customers if the rates were found to be set too high?

Q Ri ght, but |I'm focusing on --

A Yeah.

Q -- Conked's failure to recover

Okay. So given what we've talked

about here and any existing potential for under
recovery of actual expenses, if ComEd is able to
reconcil e annual revenue -- its annual revenue
requirement to its actual costs every year, with
i nterest accrued on any under recovered costs, would
you agree that the Company will be charging its
customers cost base rates in every future year with
very little potential for under recovery of any cost
increases in future years as long as formula rate

making is in effect?
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A Yeah. Again it's symetrical. It is
designed to track costs as closely as possible and |
beli eve because of that, it's -- is a superior design
to the test years that were used in previous cases.

Q So with the annual revenue requirement
reconciliation process that we've tal ked about and
the mnimal -- specifically identified instances
where ConmEd woul d not recover its costs and including
recognition of interest on under or over recoveries,
woul d you agree that regulatory lag -- the concept as
we know it for the Company -- is virtually
elim nated?

MR. RI PPI E: | object to the form of the
guesti on. The witness did not state that the
exceptions were m ni mal.

BY MS. LUSSON:

Q Wth the --

JUDGE SAI NSOT: Just rephrase.

MS. LUSSON: "1l rephrase the question.

BY MS. LUSSON:
Q Wth the annual revenue requirement

reconciliation process in place and the limted
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opportunities for ComEd not to recover its costs and
the fact that ComEd receives interest on under or
over recoveries, would you agree that regulatory | ag
for the Company is virtually elimnated with the
formula rate process?

A Regul atory lag is mnim zed.

Q And | have to ask under what condition
woul d you agree that it would be virtually
elimnated? What would be even better from ComEd's
perspective than that kind of an annual
reconciliation process of its actual costs?

A | wasn't prepared to create a superior
design here on the stand, but what |I'm saying is is
it's not elimnated because you still have the
hi storical billing determ nants. There is no true up
for -- if there are under recoveries of the revenue
requi rement due to, say, you know, an exceptionally
mld year. That lag still exists, in fact, is -- it

woul d never be recovered. So to say it's perfectly

elimnated or whatever word you used, | don't
remenber exactly, | can't say because there are other
things that are at risk to the Conpany given -- you
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know, or with this current design.

Q But given the business that ConEd is in and
given the fact that ComEd does not have decoupling in
effect, that's always at risk, isn't it, the effect
of weat her on revenues? That's always going to be a
factor?

A It -- always means into the future.

mean, there are ways to remedy that.

Q ' m saying tal ki ng about --
A In the past?
Q -- factor as long as there is no decoupling

and as long as there are revenues recovered through
vari abl e charges.

A Yes.

Q Can you turn to Page 5 of your rebuttal
testinony, Line 98. You state, The charges custoners
pay are ultimtely based on actual costs not on
projections or costs for a particular test year.

Do you see that?
A Yes.
Q Would it be fair to conclude that in this

new fornmula rate environment you descri bed, every
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year becomes |ike a test year to the extent we're
exam ning costs in a 12-nonth period with the caveat
that then rates are changing annually based upon
updated costs to service?

A | will not accept the term "test year"
applying to the process that we use in the fornula
rate.

JUDGE SAI NSOT: So is that a no, Dr. Hemphill?

THE W TNESS: It is.

BY MS. LUSSON:

Q Woul d you agree that to the extent that
formula rates exam ne a 12-nonth period, to that
extent it is like and to the extent that test years
also include 12 months of data, would you agree that
in that sentence they are simlar?

A No.

Q |'"mrestricting ny -- | understand you have
di screpancies with the notion of test year ratemaking
versus formula ratemaking, but |I'm saying within the
context of the fact that fornula rates exam ne a
12-month period and a test year, |ikew se, exam nes a

12-mont h period, absent pro forma plan adjustnents,
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absent the forecasts that are included in this
formula rate filing for plant, would you agree that
t hat period is identical?

A Test years use a 12-nonth period. The
formul a process uses a 12-nmonth peri od. I n that way,
they are sim/l ar.

Q Thank you

A They both use a 12-nonth peri od.

However - -

Q You can do the however on redirect.

MS. LUSSON: | would ask that the wi tness be
instructed to --

JUDGE SAI NSOT: That's correct. You answered
t he question before however, for the record.

BY MS. LUSSON:

Q And | think you've agreed that one purpose
of this proceeding is to allow the Com ssion to
eval uate ConEd's formula rate proposals and to nmodify
t hose proposals where necessary to ensure that just
and reasonable rates are produced.

Woul d you agree with that?

A Yes.
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Q Now, at Line 102 on that sanme page, 5, you
state, Customers pay the reasonable and prudent costs
of the service they receive. No more, no | ess.

Do you see that?

A Yes.

Q Woul d you agree that after reconciliations
have occurred each year, ConEd's authorized revenue
requi rement will be equal to its actual cost of
service subsequent only to regulatory accounting
adj ustments or any prudence or performance adjustment
t hat may be inposed?

A Yeah, | wouldn't use the word "only"
because | believe that's pretty significant; but
ot her than the word "only," | would agree.

Q And | think with respect to the
reconciliation process that we referenced, would you
agree that that procedure -- that is the
reconciliation procedure -- tends to create revenue
| evel s equal to the reasonabl e and prudent actual
costs of service with interest on any over or under
recoveries?

MR. RI PPI E: It's been asked and answered now
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at |l east twice.

JUDGE SAI NSOT: That's correct. You can nove
on, M ss Lusson.
BY MS. LUSSON:

Q Turn to Page 6, if you would, of your

rebuttal .
A You said of the rebuttal?
Q Yes.
A Okay. | am there.
Q You advise that -- at Line 115 that the

ALJs and Com ssion should keep in mnd that test year
rules have little or no remai ning application in the
formul a ratemaki ng worl d.

Do you see that?

A | do.

Q And that the fornmula rate is fully
reconciled to actual reasonable and prudently
incurred costs; is that correct?

A That's correct.

Q Woul d you agree that in this new regine,
it's very inportant that the rules for how costs are

assenmbl ed within the fornula are inmportant,
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particularly in defining how to cal cul ate the
reconciliation revenue requirement?

JUDGE SAI NSOT: Was that a yes, Dr. Henphill?

THE W TNESS: | haven't said anything yet. " m
sorry.

JUDGE SAI NSOT: Okay. Hard to tell. Go ahead.

THE W TNESS: "1l mnimze the noddi ng.

| woul d agree with that.
BY MS. LUSSON:

Q And, in fact, that's again what this
proceeding is about, wouldn't you agree?

A Yes.

Q At Line 149 on Page 8, you reference that
each year has its own calcul ated costs and charges
whi ch, again, are then reconciled independently.

Do you see that?

A Yes.

Q By asking ConEd to approve Rate DSPP, as
you've proposed it, isn't ComEd asking that very
specific rules be defined for all of the input data
and conputations logic to de- -- to derive an initial

and a reconciliation revenue requirenment each year?
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A | f what you're referring to is the fornula
itself, that's what we're asking to be approved, yes.

Q Now, turning to Line 161 through 164, that
sentence there, if you could read through that.

A Okay.

Q So you state that you object to certain
Staff and I ntervenor adjustments because -- in whole
or in part because they propose to exclude real costs
of delivery service that would otherwi se be included
in a formula rate on policy grounds.

My question is, when you -- that
phrase "on policy grounds,"” did you intend that to
modi fy the exclusion of real costs and not the phrase
"included in a formula rate"?

I n other words, when you reference
policy grounds, you're referencing the part of the
sentence that tal ks about Staff and Intervenor
proposed adjustments to exclude costs.

A Yeah, what |I'"'mreferring to there are
adj ustments that would be counter to what the spirit
is of -- or the intention is of the formula rate

process.
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Q So the "on policy grounds"” part of the
sentence should probably go after the word "service";
right? 1'mjust trying to make sure | understand
t hat sentence.

A | suppose the sentence would read properly
t hat way.

Q So | take it then that you believe that the
formula rate setting and reconciliation process
shoul d focus on reflecting the Conmpany's quote
unquote real costs; is that right?

A Yes, that's the intention.

Q Now, on Page 11 of your surrebuttal
testinony, you respond to the average rate base

proposals of M. Bridal, M. Brosch, M. Smth and

M. Gordan.
Do you see that?
A Yes.
Q Gorman, |'m sorry.

Now, as | understand your testinmony,
your position is that only end of year rate base
figures fully reflects the use and useful investments

actually made for that year; is that right?
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A Yes.

Q So if you indulge nme for a moment, |I'd |ike
to explore a hypothetical with you to explore that
concl usion or that opinion.

Can you assunme for ny hypothetical
that a utility providing electric delivery services
is calculating its reconciliation revenue requirement
and that there's no di sagreenment about any expenses
or the percentage rate of return that's required so
that the formula is all worked out and agreed upon by
every one in this particular reconciliation
proceeding that |I'm creating, okay? Can you accept
t hat assunption?

A That's your assunption.

Q Okay. And to simplify the rate setting
process in my hypothetical, if you would assume that

annual expenses are constant every year at $100 and

that the rate of return is 10 percent. Okay?
A Okay.
Q Now, the utility needs to earn a return on

its actual invested capital throughout the

reconciliation year. Wuld you agree?
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A That woul d be ideal, yes.

Q So assunme with me that rate base is $500 at
t he beginning of the reconciliation year and has
grown to $1,000 at the end of the reconciliation
peri od. Okay?

A Yes.

MR. RI PPI E: Your Honors, | am going to make a
scope objection. W tried to be very clear in his
testinony; that Dr. Hemphill was testifying about the
use of average period nunbers to reflect the activity
during a period. The i mpact on revenue requirement
calculations is addressed by a different witness.

Al'l this math is addressed by M ss Hout sma.

Dr. Hemphill is addressing a question of the fact
that only the end of year nunbers reflect the
activity during the period in that policy issue.
understand that M ss Lusson is entitled to ask

Dr. Hemphill whatever she's entitled to ask with
respect to testing that, but he does not go into the
revenue requirement calculations in detail, that is
done by a different wtness.

JUDGE SAI NSOT: Your response?
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MS. LUSSON: My hypothetical is very basic
mat h. If I'"mpermtted to continue with ny
hypot hetical, I'm alnmst there with all the
assumptions, and this is not about calculating a
specific nunber, it's about the correctness of the
assumption that end of year plant bal ances is the
necessary conponent in this fornula rate.

JUDGE SAI NSOT: All right. Your objection is
overrul ed.
BY MS. LUSSON:

Q So again ny hypothetical again assumes a
constant every year of $100 worth of expenses,
10 percent return and -- on capital and $500 in pl ant

investment at the beginning of the reconciliation

year. Okay. Are you with me so far?
A | may be it depends on your question.
Q Okay. We'll get there. Hopefully. At the

end of the year, that plant investment has grown to
$1,000. That's the | atest assunption under -- are
you understandi ng that?

A Okay. So it starts at $500 and then it

grows to $1,000 at the end of the year?
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Q Correct.

JUDGE SAI NSOT: | don't understand the word
"grow." How does it happen that it goes from
poi nt --

MS. LUSSON: The Conmpany invests in nore plant
so that its total plant investment is valued at
$1, 000 at the end of the year.

JUDGE SAI NSOT: So it spent that much money?

MS. LUSSON: Correct. And depreciation works
to create the $1,000 figure.

JUDGE SAI NSOT: Okay.

MS. LUSSON: So it's essentially doubled from
t he beginning of the year to the end of the year.

MR. RI PPI E: Net of depreciation?

MS. LUSSON: Net of depreciation.
BY MS. LUSSON:

Q If we cal cul ate again using my very sinmple
assunptions -- if we calculate the revenue
requi rement as of the beginning of the year using the
$100 of expense, plus a 10 percent return on that
$500 plant investment, would you agree that the

revenue requirement, as of the beginning of the year,
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woul d be $1507? So it's a $100 of expense, 10 percent
of the $500 plant investment equaling $50, 100 plus
50 equals --

MR. RIPPIE: And this is why | had nmy scope
obj ection because, in fact, there are issues about
depreciation, which this witness does not testify to;
there are issues of CWP and when you start putting
investments into rate base during the year, all of
t hose things are addressed by a different witness.

If it is absolutely clear that this witness is only

answering under the highly abstract assumptions then
he can answer to the extent he's answering, but this
is illustrative of why Dr. Henphill is not the right
witness to be asked these questions.

MS. LUSSON: Well, | would just respond by
saying if Dr. Hemphill is not the right witness to be
asking these kinds of questions, then perhaps
Dr. Hemphill is not the right witness to be

testifying as to what the appropriate rate base val ue

should be in the formula rate filing. These are very
sinmpl e assumptions and the point is in -- a response
to M. Henphill's opinion that using end of year
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pl ant rate base reflects ComEd's actual costs. Wy
guestions go to what are the actual costs going on
t hrough the year if you have plant value that is at
one level in the beginning of year and plant val ue of
a conpletely different |level at the end of the year.

MR. RI PPI E: ' m not arguing the merits of your
poi nt . There will be plenty of opportunities to
di scuss the merits of the point --

JUDGE SAI NSOT: Can we backtrack a little bit?
M. Ri ppie proposed sonmething that | think m ght
clear things up and that is to exclude CWP and all
t hose things and just make it very sinmple for the
record that this is all it includes. Maybe you want
to restate it, M. Rippie, because | don't even
remenber, depreciation, CWP

MR. RI PPI E: | was renewi ng ny objection
because, in fact, the highly simplified hypothetical
IS not representative, but | understand that your
Honors may overrul e that. | simply ask that if you
do, it be very clear that the witness is answering
only under the parameters identified specifically by

M ss Lusson.
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MS. LUSSON: And that was the absol ute purpose
of my hypothetical which was to create sinmple numbers
SO we can get at the effect of a --

JUDGE SAI NSOT: Okay. You can continue as | ong
as we understand that things |ike depreciation and
all the conplications that go into -- there's nothing
outside your own addition to your question?

MS. LUSSON: That's correct.

BY MS. LUSSON:

Q So | think we were at the point where you
wer e cal cul ati ng. So assum ng the revenue
requi rement cal culation is expenses, plus rate of
return times plant investment and you have $100 worth
of expenses, a 10 percent rate of return on $500
worth of plant, would you agree then that the revenue
requi rement, putting aside everything else, would be
$1507?

A No, | can't. It's not how ratemaking takes
pl ace. You don't --

Q But if we're | ooking at the Company's cost
of capital on that plant --

MR. RI PPI E: | just ask that he be allowed to
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finish his answer.

JUDGE SAI NSOT: You can continue, Dr. Henphill.

THE W TNESS: The rates aren't set periodically
t hrough the year. These are rates that are being set
or reconciled at a point in time after which all of
t his expendi ture has been made.

Again, I'm-- 1 think you established
early on -- |I'm not an accounting expert, but | do
understand that if someone were to ask me -- let's
say | bought a house -- if | could use nmy own
exanpl e.

BY MS. LUSSON:

Q Sure.

A That | bought a house over a year period of
time. | made a deal that | would pay for it each
quarter, so the house is a $200,000 house and | agree
t hat over four quarters I'l|l pay $50, 000 each
gquarter. At the end of the year, how much house did
| buy? You don't take the 50,000 plus 50,000 plus
50, 000 plus 50,000 and divide by 4. You don't take
t hose increments and it results in something |ess

t han what the total amount was put into in ternms of
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i nvest ment .
The house was $200, 000 and so in

rat emaki ng such as this where you're tal king about a
reconciliation on something that takes place after
the fact, after all of the investments had been made,
t he proper accounting of that, to the extent that I
can state that froma policy perspective, it's end of
year. It's not some average over a period of time.

Q But if we're | ooking at -- what are the
costs that the Conpany incurred at the beginning of
the year based on its investnment in plant, the
capital costs that the Conpany incurred, would you
agree that they're different in the beginning of the
year versus the end of the year?

A Yes.

JUDGE SAI NSOT: How nmuch more do you have,
M ss Lusson?

MS. LUSSON: About 15 m nutes.

JUDGE SAI NSOT: Why don't we take a 10-m nute
break real quick.

(Break taken.)

JUDGE SAI NSOT: Why don't we break now then and
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we' |l continue with you, M ss Lusson and we'll
back at 1:30 in the main room

(Wher eupon, a luncheon

recess was taken to resume

at 1:30 p.m)

(Change of reporters.)

come
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AFTERNOON SESSI ON

JUDGE SAI NSOT: We are back on the record in
Docket 11-0721 and Ms. Lusson is cross-exam ning
Dr. Hemphill.

MS. LUSSON: Thank you

CONTI NUED CROSS- EXAM NATI ON

BY
MS. LUSSON:
Q M. Hemphill, let's go back to the anal ogy
that you created after | presented you with an
anal ogy.
| recall in the anal ogy, you talked

about the purchase of a $200,000 house and that you
agreed to, | think you said, four equal paynments over
t he year of $50, 000 each; is that your anal ogy?

A Yes.

Q Now, under your anal ogy, you're assum ng
you t ook possession of that house on January 1st,
aren't you?

A Yes.

Q Now, woul d you agree that ratepayers should

114



10

11

12

13

14

15

16

17

18

19

20

21

22

pay rates that provide a return on plant that
reflects what was used to provide service in 20107
MR. RIPPIE: Are we still operating in this
world wi thout CW and without AFUDC?
MS. LUSSON: | left the anal ogy altogether.
MR. RI PPI E: We are now back conmpletely in the
real worl d.
MS. LUSSON: We're in the real world.
THE COURT: Well, we're not in the real world
compl etely because the house would have been
deval ued significantly.
(Laughter.)
You can continue, Doctor.
THE W TNESS: Yes.
BY MS. LUSSON:
Q Now, at Lines 242 through 243 on Page 12 of
your surrebuttal testinony, you state that:
"Only a end-of-year rate base
figure fully reflects the use and usef ul
investments actually made for that year."
I s that your testimony?

A Yes.
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Q So would you agree that use and usef ul
investments made during the |last three nonths of the
year, for exanple, were not in service for the entire
year ?

A In your exanple, you could assume that,
yeah.

Q For exanple, a plant that went into service
in Decenber of 2010 would, not by definition, be used
in providing service in January of 2010; would you
agree?

A Yes.

Q Page 7 of your Exhibit 11.0, which I think
is your rebuttal testinmony, you reference account
bal ances beginning at Lines 146 to 148.

You say:
"ComEd' s operating inconme
is derived fromthe conp bal ances in
the FERC form 1, plus estimted 2011
i nvest ment, accunul ated depreciation and
appreci ati on expense, and that these
bal ances, these account bal ances, are

cunmul ative, not average."
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Do you see that?

A Yes.

Q Woul d you agree that when ComEd derives its
operating expenses for fornula ratemaking from
"account bal ances” in the FERC Form 1, these are
expense anmounts that had been both recorded and
accunul ated t hroughout the year at an average rate of
spendi ng?

A |'m not trying to be difficult, but I'm not
sure | understand the questi on.

Q Well, for exanple, for wages, unless the
line at FERC Form 1 account for wages as of the end
of the year, all else being equal, the anmount that
ComEd registers in the FERC Form 1 for wages woul d
reflect what happened on average during the year,
woul d you agree, in that expense amount?

A No.

Q So, in your opinion, that none of the
expense amounts reflect an average rate of spending?
It's all cumulative? It's all as of December 20107

A It's the total for that year.

Q It's the total?
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A Yes.
Q Okay. So to the extent it doesn't reflect

what occurred in December of 2012; is that right?

A That's correct, it's --
Q So to the extent -- |'m sorry.
A It's total expenditure for that year.

Q Okay. So in that regard, the expense
amounts are recorded for each month of the year;
woul d you agree?

A Yes, there is accounting records that do
t hat .

Q And that is true with staffing |levels
woul d you agree?

A Yeah, there are -- | couldn't say if it's
every nonth, but there are periodic accounting of
t hat over the year.

Q It's also true of material prices; in other
words, it doesn't reflect what the material prices of

just that Decenmber of 2010, does it?

A ' m not an account ant.
Q Okay.
A | can tell you it's a cunul ative |evel and
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it's recorded in FERC Form 1.
Q Let's go to your surrebuttal testinony,
Line 251. There you reference, total plant as of the
end of that year.
Do you see that?
A Yes.

Q And you reference capturing the activity

for the year. What do you mean by "activity for the
year"?

A The investments that were made during the
year.

Q Woul d you agree that the only activity that
is associated with plant and service accounts in any
given year would be for construction projects that
represent either additions or retirements to plant
and service?

A Yes.

Q Do you dispute that the total plant as of
the end of the year is actually an accumul ati on of
invest ment made, not only representing activity for
the year, but also of the plant investnments and

retirements made in all prior years?
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A | don't dispute that.

Q So then at Line 254 there, when you
reference an exam nati on of what the plant bal ances
were at the beginning of the year, you're stating
that it doesn't reflect -- strike that.

Back at 254, you reference in your
criticismof using an average rate base as
recommended by M. Brosch, M. Gorman and staff
wi t ness. You indicate, in your view, that it
i ncorporates a beginning bal ance, and that nmeans that
t he begi nning bal ance represents none of the activity
of the year.

Do you -- is it your belief that plant
and service that is included in rate base should be
based sol ely upon activity during the year?

A In terms of considering the investment
that's made in a given cal endar year, it should be
all of the activity during that year.

Q Woul d you agree that, at |east for purposes
of 2010, that impacts to plant and service amounts,
that is the anmount of new capital being invested by

the utility, is growi ng gradually throughout the
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year ?

A Yes.
Q It's not your testinmony, is it,
M. Hemphill, that ComEd routinely invests 100 of its

annual new capital investment in plant and service in
early January of each year, and then makes no new
investments through the remai nder of the year, is it?

A No.

Q And then let's go to Page 13 of your
surrebuttal testinmony and tal k about your reference
to the Christmas Day Bears/ Packers game.

A Okay.

Q You state people -- you can ask, How many
points did the Bears score for their fourth quarter
efforts?

Isn't the nore relevant question, what
happened during the ganme?

A No. The relevant question is what happened
at the end of the game, what the final score was.

Q So when people walk into that game and they
bei ng charged a ticket to watch that game, is it your

belief that that price attempts to reflect of putting
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on the entire game or just the fourth quarter?

A It's for the entire game, and the purpose
of the game is the final score.

Q Woul d you agree that what happens in the
first, second and third quarters ultimtely

translates into a final score in the fourth quarter?

A Yes, but not if they're averaged.
Q | did have another sports anal ogy invol ving
Bost on Red Sox, but I will skip it for the purposes

of being short.
JUDGE SAI NSOT: It's probably just as well. I

woul d probably have to have Judge Kimbrel to explain

it to me.

JUDGE KI MBREL.: |*"m from Boston, | would enjoy
it.

MS. LUSSON: | have a few questions about the

company's charitable contributions.
BY MS. LUSSON:

Q Is the objective of ComEd's charitable
contributions to provide donations to appropriate
charities or is it to create positive public

rel ations or goodwi |l for Comobnweal th Edi son?
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A What was the first choice?

Q Provi di ng donations to appropriate
charities?

A Donations to appropriate charities is the
obj ective.

Q And if ratepayers are required to fund
t hese contributions would ComEd object to making the
contributions in the name of ComEd ratepayers when it
sends letters to each of these entities describing
t he donati on?

A | hadn't thought about that.

Q Or when it, for exanmple, advertises on WITW
on behalf of ComEd, "this show is sponsored by
ConEd, " would ComEd object to saying, "This show is
bei ng sponsored by ConmEd r at epayers"?

A | think you know, Ms. Lusson, that's above
my pay scale, and | hadn't thought about it.

MS. LUSSON: Thank you, M. Henphill. No
further questions.

MR. COFFMAN: Your Honor, | just have a few

foll ow-up questions.
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EXAM NATI ON
BY
MR. COFFMAN:
Q Good afternoon, M. Henmphill
A Good afternoon.
Q ' m John COFFMAN, representing AARP today.
Let me just ask a question along the
lines of Ms. Lusson's |ast charitable contributions
i ssue.
| know you hadn't thought about ways
in which you characterize this contribution, which
a mandatorily funded by the ratepayers.
Has there ever been a discussion
wi t hin Commonweal t h Edi son about allow ng the
rat epayers the option to opt out of that portion of
the rate that's designated to charities that,
per haps, ratepayers would not want to fund?
A Not that |I'm aware of.
Q Are you famliar with what ways
Commonweal th Edi son does informits ratepayers what
charities are being funded through the rates that

they pay? |Is there any mailing or information
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provided to ratepayers that lists the charities?

A Yeah, I'm not aware of whether there is or
there isn't.

Q | "' m going to direct you now to your
surrebuttal testimny on Page 8, Lines 160 and 168.

Staff asked you a question about your
statement there expressing a concern about increased
uncertainty, volatility or the cost of |arger
reconciliation adjustments.

And | believe your answer to Staff's
guestion about whether it is nore likely that there
will be reconciliation adjustments that increases or
decreases, and | believe your answer was you were not
sure whether it would be more likely to go up or
down; is that correct?

MR. RI PPI E: He can ask the question that he
wants to ask. Let's not recharacterize what the
wi t ness previously answered. | think his answer will
stand, and, in fact, | don't think that's an accurate
characterization.

THE COURT: "' m not sure what you're | ooking,

M. COFFMAN. So it's hard for me to --
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MR. COFFMAN: Il will ask it myself with the
ri sk of being repetitious.
BY MR. COFFMAN:

Q But do you have -- do you expect that as
this fornmula rate case process goes forward that the
reconciliations are more likely to be increases or
decreases based on the projections?

A No, | would expect the risk or the
probability to be symmetrical on each side.

Q And provided that the Illinois Comerce
Comm ssion is relatively consistent in its regul atory
determ nations on it projections, as well as its
regul atory determ nations on the reconciliation,
woul dn't that tend to mnimze the volatility or
uncertainty?

A Yes, | would agree.

Q Woul d you agree with me that the one
purpose of the | aw that authorizes today's proceedi ng
is to nmore closely align the utility's cost of
service during the year with the rates that its
customers pay during the year?

A That's the intention, yes.
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Q | want to ask you a couple of questions now
about the issue of end-of-year rate base versus
average-rate base.

And | would Iike for you, for the
pur poses of these questions, assume a couple of
hypot heticals. And for the purpose of the
hypot hetical, I'm assum ng all other factors being
the same between these two different scenari os. [''m
trying to be as sinmple as | can and not involve any
mat h.

I n Hypothetical 1, the utility makes a
lumpy | arge investment in rate base and assets put
into rate base in February, say February of 2013; and
the only difference with Hypothetical 2 is that very
same |l arge |lumpy asset is put into the rate base in
Decenber of 2013.

Now, in each of these scenarios, if
under your proposed end-of-year plant bal ance
approach, would the result in rate increase be the
same in both hypothetical s?

MR. RI PPI E: ' m going to make the sanme

obj ection, then ask the same clarification that |
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asked of Ms. Lusson.

s this a sinplified world in which
there is no AFUDC, no CWP, no considerations |ike
that; where the only entry into rates i s when an
asset is finally put into service?

MR. COFFMAN: | " m assum ng all other regul atory
consi derations are the sanme.
MR. RI PPI E: Yeah, but that wasn't my question.

My question is: Are we assum ng the
sinplified hypothetical with just the features you
gave or are we assum ng a world where there is AFUDC,
CWP, all the other things, in which case, | will tell
you this is way beyond this witness' testinony. You
shoul d put that to Ms. Houtsnma.

THE COURT: Let him answer the question.

We need to know, is this where you're
putting an AFUDC and CWP and depreciation and all
this math, or is this just a pure hypothetical that
excludes all this other stuff?

MR. COFFMAN: | "' m assum ng that all those
factors are the same in both situations.

THE COURT: So they're excluded then, because
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they don't matter, right? Now, |I'm a | awyer, so
correct me on nmy math, please.

MR. COFFMAN: If that's a consideration, he can
answer and M. Rippie can follow up in
Cross-exam nati on.

"' m asking simply asking if the only
thing that changes in the year is the timng of this
| arge asset during the year, would the rate increase
be the same or would it be higher or |ower under one
of those scenari os.

THE COURT: So for your purposes, these would
be excluded, because your only difference is you're
one month -- or 13 nmonths off, depending on the
January or Decenber.

MR. COFFMAN:. W thin the same annual period
t hat we are | ooking at.

MR. RIPPIE: MWth all due respect, that doesn't
answer my question or the objection.

Saying they're the same doesn't answer
t he question. They're not the same, if it's not the
same nont h.

So I'm just asking: Are they in or
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are they out?
tell you whet her
THE COURT:

answered the question.

bei ng equal," so that

the mat h st uff

can proceed.

THE W TNESS: I

By MR. COFFMAN:

Q

And t hat

I f you tell

the witness,

he can answer the questi

then he wil |l

on or

You know what, M. Rippie, he

not .

He said "everything else

assunmes that AFUDC,

woul d say it

depreciation is out the wi

CWP,

ndow,

how | ong the ratepayers benefited fromthat ass

bei ng dedicated to service during that

A

year ?

Now, you're going from accounting to

al |

so he

woul d be the sane.

woul d be the sanme regardl ess of

et

econom cs when you tal k about benefiting, but | won't
be difficult, I"lIl say yes.
MR. COFFMAN: That's all | have. Thank you.
JUDGE SAI NSOT: Who's next?
CROSS EXAM NATI ON
BY
MR. REDDI CK:
Good afternoon, M. Henphill. Conr ad

Q

Reddi ck

f or

the Il EC
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A Good afternoon.

Q Al'l of my questions are pronpted by your
surrebuttal testinony.

| believe earlier you described the
proposed fornmula rate process as a two-part process,
one being the rates based on projected costs and the
ot her part being the reconciliation charge.

Did I recall that accurately?

A Yes, it's a sinplified way to describe it,
yes.

Q I n your testinony, you make the statenment
that a projected rate base would never be the basis
of a final rate base or a final charge.

In that sentence, does the phrase
"final charge" refer to the reconciliation adjustment
or to the combined effect of the projected cost rate
and the reconciliation adjustment?

A Coul d you point where |I use that
di stinction.

Q Page 10, Line 202

A Did you say Line 202?

Q No, | m sspoke. Line 181 on Page 9.
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A That refers to after the reconciliation.

Q So you're referring to the combined effect
or sinmply the reconciliation charge?

A ' m not sure what you mean by "conbined."

Q Your sentence is that:

"Projected rate base will never
be the basis of a final rate base
or charge?”
What do you nean by "final charge"?

A What I'mreferring to is after the
reconciliation.

Q Are you referring to the reconciliation
charge or to the conbined effect of the projected
cost rate and the reconciliation charge?

A It's the word "combi ned"” that's throw ng
me. What |I'"'mreferring to is the rate that results
after the reconciliation.

Q The reconciliation charge?

A The rate that results after the
reconciliation is the rate. The charge fromthe
reconciliation is a process inside the formnula.

Q What do you call the rate base on projected
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costs?

A It's the rate that is in effect after that
proceeding is over.

Q Do you have a name for it?

A | do not.

Q And your statement about a final rate does
not include any effect of that rate based on
projected costs for which we have no nane?

A Yeah, we may be getting thrown with the
word "conmbined. "

But maybe if | could just go back to
descri bing the process, then we'll see where we are
getting m xed up here.

Q | think |I understand the process. | "' m just
trying to find out what you're referring to when you
say "final rate"?

A "Conmbi ned" is your word, not mne. That's
why it's throwi ng me.

A reconciliation is a rate that's in
effect based on projected capital and other things
related to the capital, which we won't get into.

After the fact, taking a | ook at what
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actually took place during that same 12 nonths, there
is a reconciliation to adjust for the difference

bet ween what was projected and what actually
occurred. And that is part of the next rate that

will go into effect.

Q What is the final rate? Your phrase.

A The final rate is the rate that -- the
final rate that includes -- and let's say, we are
doing this in '13. It would be a May 1, "13 filing,

2013 filing. That wouldn't go into effect until the
end of December '13, that includes a reconciliation
of the projected capital that occurs in 2012.
So to the extent, that we are talking

about what happens in terms of investments in 2012,
t hat would be the final adjustment for that
investment in 2012.

Q Let nme see if | can rephrase it using your
wor d: If | understood your answer, the final rate
i ncludes both the rate based on projected cost and
the reconciliation charge that follows |ater?

A It includes an adjustment for what actually

occurred in '12 adjusting the projection that was
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made for '12 in the previous proceeding.
If you will allow me to tal k?

Q Let me try it this way first: If the rate
based on projected cost is 10 cents per kilowatt, and
the follow ng year, a reconciliation adjustment of
one-half cent per kilowatt hour is inposed, what is
the final rate?

A In this you're just tal king about the
adjustnment of the capital? W are not including O&M
anything like that.

Q ' m tal ki ng about rates.

A So you're talking about O&M

Q ' m tal king about a rate paid by customers,
a charge per kilowatt hour?

A This is kind of tedious, because you can't
just take that out separately and say that's the
rate. | mean, there are several things that take

pl ace during this process.

So if I could el aborate just a little
bit, and then we'll see where we are |acking clarity.
Q |*"'m only tal king about what customers pay.

Based on the projected cost rate that
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goes into effect based on the spring filing at the
begi nning of the year, ten cents per kilowatt hour,
hypot hetically, is that projected cost rate, the
following year there is a reconciliation charge based
on actual costs for that rate period of one-half cent
per kilowatt hour, annual one-half cent, what is the
final rate you were referring to in this sentence?

A Now, | believe | can answer it this way:

It's the ten cents, plus you said it's
half a cent adjustnment as part of the reconciliation,
plus or m nus what the new O&M numbers are for the
previous year.

Q And you're answering that way, | believe
because the reconciliation adjustment is included in
the new projected-cost rate and not stated
separately?

A That's correct.

Q Okay.

A That was - -

Q You also refer to the rate cost on
projected cost for rate period as an approxi mation

dependi ng availability of actual costs and the
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determ nation of rates based on those actual costs.
Did | summarize your testimony
accurately there?

A "Il accept that.

Q Okay. Do you anticipate that the
reconciliation adjustment charge, that second
component that is included in the determ nation of a
new projected rate, that the adjustment charge based
on the actual costs would be |arger or smaller than
t hat portion of the final rate that's based on
proj ected costs?

A | can't tell.

Q Do you think it's realistic that an
adjustment charge woul d be | arger than the charge
based on the original estimate of all costs?

A That the adjustment would be | arger than
t he previous years' projection, is that what you're
sayi ng.

Q Yes, sir.

A That's realistic, yeah.
Q ' m sorry?
A It's realistic that it would be | arger.
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Q That the adjustment would be | arger

And in discussing rate base
projections, you state that a goal of projection
should be to "mnim ze the reconciliation swi ngs."

Do you agree that proper
i mpl ementation of the fornula rate process should
produce reconciliation adjustnments for ConEd that are
significantly smaller than the rate based on
proj ected costs?

A If you're asking if the adjustnment should
be significantly smaller, the answer is yes.

Q " m sorry. | didn't hear you

A If you're asking if the adjustment should
be significantly smaller than the projected rate, |
woul d say yes.

Q Okay. Do you also agree that a rate based
on projected costs that does not cause the | arge
swings in reconciliation charges is nore likely to
meet the reqgulatory review standards that the
Comm ssion uses in general rate cases?

A And what are those regulatory review

standards you're referring to?
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Q The same evidentiary standards including,

,but not imted to those including the prudence and
reasonabl eness of costs incurred by the utility?
MR. RI PPI E: Hang on. | have a problem with

t hat question for a principally the reason that it's
necessarily inconplete, "including, but not [imted
to" inplies M. Reddick means somet hing he's not
telling the witness.
So if the witness knows what those

standards are, the witness can answer.

JUDGE SAI NSOT: M. Reddick, are you quoting
fromthe statute?

MR. REDDI CK: Yes, | am

JUDGE SAI NSOT: You need to rephrase that
guesti on.
BY MR. REDDI CK:

Q M. Hemphill, how | ong have you been
i nvol ved in regulatory proceedi ngs?

A 35 years.

Q And over that period, have you becone
acquainted with the standards regul atory bodi es use

in reviewi ng rate proposal s?
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A | am

Q And you're famliar with concepts |ike
"just" and "reasonabl e" and "prudence"?

A | am

Q And |l et me rephrase nmy question then, would
a rate based on projected costs which does not cause
| arge swings in reconciliation charges, nore |ikely
to neet the standards of just and reasonabl eness that
Comm ssion's use in rate cases?

A | would say the just and reasonabl e,
cannot say yes, because |l arge swi ngs m ght be
unavoi dable at times, but | can't say unqualified,
yes.

| will help out here, rate stability
is somet hing Comm ssions have forever tried to
acconpli sh
So you're mnim zing the

reconciliation that takes place fromon a
year-to-year basis will mnimze the instability of
rates.

Q And that's a good thing?

A Yes.
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Q That was a "yes"? " m sorry. | just
didn't hear the word.

A Yes.

JUDGE SAI NSOT: M. Reddick, it mght help if
you speak up, too.

MR. REDDI CK: Does that hel p?

JUDGE SAI NSOT: Just for the record,
M. Reddick, you're a little soft spoken.

MR. REDDICK: 1'Il try to use my outside voice.
BY MR. REDDI CK:

Q Does ConEd's proposed formula rate tariff
and process allow the Comm ssion to approve a rate

base or a rate that does not neet the standards of

prudent, just and reasonabl eness because of the | ater

reconciliation?

A No.

Q Do you have any idea how much of ComEd's
rate base turns over each year?

A No, | would have to | ook or ask experts

t hat studied this on a regul ar basis.

Q Any idea who that m ght be of the wi tnesses

schedul ed?
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A Yeah, there is one comng up, Martin Fruehe
or Ms. Hout sna.

Q Thank you

Did you -- | thought | heard this,
but et me check so | don't m sstate your testinony.
Did you agree earlier that ConmEd is
entitled to earn only on the investment used to
provi de service?

A | woul d agree with that, yes.

Q Earlier you reiterated your position that
t he end-of-year total plant figure captures the
activity for that rate period.

Did | remenber that correctly?

A | woul d agree with that statement.

Q Is it ConEd's proposal that the rate based
used to set formula rates should be a reported
investment activity during the rate period instead of
t he amount of investment used to provide service
during the rate period?

A It is the amount of investment used to
provi de service during the rate case.

Q Let's try one nmore hypothetical, and |I have
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four numbers, so this should be very sinple.

Assume that a person invests $100 per
month in a bank savings account, and that she is
entitled to earn 2 percent return on her investment.

Over a 12-nonth period, she will have
deposited $1, 200. Does the bank determ ne how much

she is entitled to in interest by paying 2 percent on

the $1, 2007
A It would, if the recovery was happening
mont hs after. In this case, if the payment was being

made for that investment many nmont hs after the actual
i nvest ment was made or the deposits were made.

Q And in my hypothetical, |let me ask what the
payment would be if it were made first day after the
end of the year?

A You're saying if the bank would have paid

this person the day after January 1st? |Is that what

you're --
Q Yes.
A It would probably be the weighted sum of

the return on the investments or the deposits during

t he year.
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Q Can | direct you to Page 6, Line 121 of
your surrebuttal testinmony.

You, beginning the sentence begi nning
"customers pay" you say "customers pay for and
utilities recover those costs" -- referring to the
costs you described in your previous sentence -- "no
more and no | ess.”

In that sentence, is what customers
pay the same as what ComEd coll ects?

A Yes.

Q So what customers pay equals ConEd's
revenues?

A Yes, | hope so.

Q Okay. | s your assertion that customers pay
no more and no | ess than ConmEd's costs based on the
reconciliation process?

A It's based on the entire process, yes,
whi ch includes reconciliation.

JUDGE SAI NSOT: Hold on just a second, there is
somet hi ng going on with Springfield. Can sonmebody on
staff check that out.

M CROPHONE: This is Springfield. W just |ost
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vi deo, but we still have audio so we can proceed for
now.

JUDGE SAI NSOT: Thank you, Springfield.

You can proceed, M. Reddi ck.

BY MR. REDDI CK:

Q | believe we stopped with me asking you
whet her you responded the way you did because of the
reconciliation process.

My recollection is that you answered
the entire process, which suggests to me that there
is something more than sinmply the reconciliation.

Can you tell me what the things
besi des the reconciliation adjustnment.

A May 1st of each year, the previous year's
O&M nunbers are filed, along with the reconciliation
for the previous year's capital plus projection for
the current year's capital. That's the process.

Q And that's the process that |eads you to
say customers pay for utilities to recover those
costs, no nore and no | ess?

A Yes.

Q M. Hemphill, is it true that the
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reconciliation rate adjustment does not consider
ComEd' s actual revenues?

A That's correct.

Q So what customers actually pay is not a
factor in the rate reconciliation that's conducted
annual | y?

A That's correct.

MR. REDDI CK: Your Honor, rather than plow
t hrough that, | think I would rather introduce sonme
data request responses from ComEd that explain this
entire process and save us a half-hour.

| have marked it as I1EC
Cross-Exhibit, if that's acceptable.

JUDGE SAI NSOT: Okay. Are you just crossing

himwi th this or are we admtting this into evidence?

MR. REDDI CK: Just adm tting. Il will skip the
guesti ons.

JUDGE SAINSOT: M. Rippie?

MR. RI PPI E: | haven't seen them yet, but I
suspect we are going to be okay.

MR. REDDI CK: Descriptively, they're three I1EC

data requests and a staff data request that was
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referred to in the response to |IIEC s.

MR. RI PPI E: Your Honor, my only concern is
some of these data requests are not directed to
M. Hemphill and were not answered by him

So, M. Reddick, if you will accept
the caveat that to the extent necessary -- we just
don't want to put ourselves in a position that
because you choose to admt this through this
person's testinony that we |ost the right to do
redirect on them when they actually belong to
M. Fruehe and Mrs. Houtsma, so if we can avoid that
probl em

MR. REDDI CK: That's not a problemwi th me.

MR. REDDICK: So to the extent that redirect is
necessary with those witnesses, | need to do that
with these witnesses, then we have no objection.

JUDGE SAI NSOT: Anyone else? You're noving for
its adm ssion, right?

MR. REDDI CK: | will more for I1EC
Cross-Exhibit 1, which is a four-page exhibit
consi sting of Commonweal th Edi son's responses to

| | EC Data Request 6.09, |1EC Data Request 7.05 and
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Staff Data Request that's designated TEE 1.02.
JUDGE SAI NSOT: Any objection?
| have a question, how do you know who
answered these things?

MR. RI PPI E: Staff has requested, and we
provided, a |list to Staff that indicated which
witness is responsible for each. Not all the other
parties requested that, and the list wasn't all on
there. There are also some DRs that because they're
in the nature in contention of data requests were
answered by, essentially, no witness, they were
answered by a -- if you ask, What's ComEd's
contention, that may very well be answered by the
| egal team

JUDGE SAI NSOT: Well, there is nothing wrong
with a | awyer answering it, no.

MS. LUSSON: If you could supply that.

JUDGE SAI NSOT: That being noted, your nmotion
i's granted.

MR. REDDI CK: Thank you
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(Wher eupon, 11EC Cross-Exhibit
No. 1 was admtted into
evi dence.)

BY MR. REDDI CK:

Q In connection with its proposed fornul a
rates, ComEd has made certain investment comm tnments
as required under the new statute; is that correct?

A That's correct.

Q And during this period of inmplementing the
investment commtments that ComEd has made, can one
reasonably expect that ComEd's investment will be
i ncreasing year over year?

A Yes.

Q And under those circunstances, can we
reasonably expect that during the period of these

investments, the change of investment plant additions

wi Il exceed the change in the plant reserve?
A Yes, you can assume that.
Q | would like to ask a few high-Ilevel, very

hi gh-1evel questions about the structure of the
tariff.

Coul d one accurately describe the
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tariff as being conposed of three major components,

the formula rate schedul es, the associ at ed

appendi ces, and the work papers?

A

Q

Yeah, | will accept that.

And the formula rate schedul es are a part

of the tariff?

A

Q

A

Yes.
Are the appendices a part of the tariff?

| would have to |look to see if they

actually are.

Q

A

> O

Q

Whi ch one?

Yes.

The appendices are part of the tariff?
Yes.

Are the work papers part of the tariff?
| don't believe they are.

So references in appendices to work papers

actually refer to ComEd's i nmplementation of the

templ ate work papers that have been presented in this

docket ?

A

Q

Yes.

The final area | would |like to tal k about
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is the process for the proceedings.

Coul d you describe for me or walk ne
t hrough the process of the reconciliation proceedi ngs
begi nning with January 1st of the year in which the
reconciliation will be filed?

A January 1st.

Q Yeah. What happens on January 1lst and
sequentially thereafter? | don't know that anything
happens on January 1, but what's the process?

A Yeah, at sonme point, depending on when the
accounting area of the company is confortable with
t he previous year's books, and when the FERC Form 1
information is avail able, we start preparing for the
May 1st filing.

Then through a sim |l ar process as what
we would do for a rate case, the popul ation of the
tariff is made in ternms of introducing all the
accounting information that would be needed and we
woul d then on May 1st file that.

Q When does the FERC Form 1 preparation
begin? MWhat is that process?

A You woul d have to ask either M. Fruehe or
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Ms. Houtsma regarding that.
Q Okay. Wth respect to the M. Fruehe -- is
t hat how he pronounced it?
A Yes, Martin Fruehe.
Q Thank you
Wth respect to the Illinois
regul atory process, | would like to know -- well, |et
me back up
You are aware of the concerns
expressed by |1 EC about the availability and tim ng
of information related to the annual reconciliation?
A That was in the -- introduced as testinmony
by M. Gorman?
Q M. Gorman, yes.
| would like, if you could, to
describe what it is that ComEd plans to make
avail able to the stakeholders in the way of
informati on and when they plan to make that
avai | abl e.
A Everything that you see in this case is
going to be made avail able at the time of the May 1st

filing every year.
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Q What will be avail able before the filing?
A We have no plans for anything to be
avail able unless -- | couldn't tell you whether FERC
Form 1 becomes public prior to that, | wouldn't know.
But there is nothing in our process
where we would make other information avail able prior
to May 1st.
MR. REDDI CK: Thank you, M. Henphill.
| have no further questions, your
Honor .
JUDGE SAI NSOT: Thank you, M. Reddi ck.

CROSS- EXAM NATI ON

BY
MS. MUNSCH:
Q Good afternoon, M. Henphill. My name is

Kristin Munsch, and |I'm appearing on behalf of the
Citizens Utility Board.
A Good afternoon.
Q | wanted to follow up on some of the
di scussion that you had earlier this morning.
Let me start by saying that, you

testified there would be reconciliations to adjust

153



10

11

12

13

14

15

16

17

18

19

20

21

22

t he approved rates with, for exanple, the actual
costs fromthe prior year.
So in May 2012, there will be an
adjustnment to reflect the actual 2011 expenses; isS
t hat correct?
A Yes.
Q That adjustment would al so take a | ook at,

as | think you characterized in your testinmny, a

forward | ook at investments for that year; is that
correct?
A Yes.

Q And that's because the tariff, as you said,
the rates proposed to populate the fornula are filed
in May, but obviously, ConmEd would continue to make
adj ustnments the rest of that cal endar year --
"investments" -- sorry -- | said "adjustments".
meant expenses?

A Yes.

Q And the reason that we need to have a
reconciliation is because the actual costs m ght vary
as a result of the activity that's done during the

year. And | think you gave three reasons for that.
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You said that would be because of regulatory action
because of utility's performance based on the nmetrics
in the case and because of the prudence
determ nation?

A Yeah, sorry, if | don't remenber using
t hose three to tal k about the reconciliation.

Q Let nme ask it a different way: Actua
costs mght vary with projections because of a
utility's performance under the formula rate plan, if
ROE is adjusted, for exanple?

A What do you nmean by "performance"?

Q In your testinmony you refer to the fornula
rate as a performance base rate; is that correct?

A Yes.

Q And you say that ConmEd's return on equity
could be adjusted based on its performance under the

performance aspect of the fornula rate; is that

correct?
A You're referring to the netrics.
Q s that correct? Yes?
A Yes.

Q And that's one reason why ComEd's actua
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costs and recovery during the year mght vary with
what was projected is "a" reason not "the" reason?

A Well, 1I'"m having a hard time connecting the
metrics with the why the projected m ght be different
t han the actual

Q Let me say this: ConEd's rates for the
com ng year would be based upon its return on equity,
as well as its rate base and return on that, and
operating expenses; is that right?

A Yes.

Q And if that return on equity would be
adjusted, then there would be a reconciliation for
what the return equity should have been?

MR. RI PPI E: | have to object.

Are you referring to an adjustnment due
to the metrics?

MS. MUNSCH: Yes.

THE W TNESS: The reconciliation has to do with
an adjustment for what actually is invested during
the year conpared to what was projected in the
previous year's proceeding.

BY MS. MUNSCH:
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Q And one of the reasons that investnment
m ght vary are because the investment isn't in effect
made in the latter part of the year for whatever
reason?

A That coul d be one reason, yes.

Q Or that the investments that's necessary
m ght be changed fromin size or in dollar amount,
for exampl e, nunmber of nmeters?

A It would be the dollar amount that would
matter, yes.

Q And that that m ght be the investment m ght
al so change because of the use of different
technol ogy?

A If it affected the dollar amount, yes.

Q The prudence and reasonabl eness of an
investment are evaluated in each annual
reconciliation; is that correct?

A Yes.

Q And prudence and reasonabl eness of an
investment is evaluated after the investment has been
made?

A In the case of the reconciliation, that is
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true.
Q And an exanple of one of the projects for

the investments that we are tal king about is found in

your surrebuttal testimny where you make -- on
Page 16 where you make reference to the -- what the
characterize as a $2.6 billion investment in

additional infrastructure. You characterize it at
Li nes 330 through 331.

A The question regarding these lines is what?

Q Oh, | just wanted to say, is that an
exampl e of a project whose investment costs m ght
vary from year to year?

A Yes.

Q In your direct testinony, you refer to the
formula rate as a performance-based rate; is that
correct?

A Yes.

Q And just to clarify, the performance that
you're speaking of are the statutory criteria found
in the Energy Infrastructure Modernization Act?

A Referring to the metrics.

Q s that what -- |'m asking you?
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A Yes.

Q Okay. In earlier discussion with --
believe it was Ms. Lusson, fromthe Attorney
General's office, you were asked about a statement in
your rebuttal testinmony and you clarified for her --
it was on Page 6, so this is Exhibit 11.0 on Page 6
-- Page 8. " m sorry.

And the discussion was about what the
phrase policy grounds apply to. And you answered
that for Ms. Lusson as saying that it applied to --
you gave an explanation that the phrase policy
grounds was meant to convey something that would run
counter to the spirit and intention of the fornmula
rate.

A Yes.

Q And by "formula rate,” you were referring
to the Rate DSPP tariff; is that correct?

A Yeah, that's the tariff that drives the
formul a rate.

Q Woul d that include what's described in your
Exhibit 1.2, The Energy Infrastructure Moderni zation

Act ?
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A That's part of what is described in 1.2,
yes.

Q You offer or you discuss in your
surrebuttal testinony that the forrmula rate, in your
opi nion, offers certainty, simplicity and accuracy.
This is, in fact, on Page 6.

A "Il accept that.

Q Accuracy would mean that you're -- that
customers are paying the actual costs of ConmEd, not
the projection projected costs?

A In the end of a cycle, as --

Q We just tal ked about with M. Reddi ck?

A As we just tal ked about with M. Reddi ck,
that's correct.

Q Sinplicity would be that the fornula, as
you di scussed in your testinony, is made up --
specified by the General Assenbly in the Energy
| nfrastructure Modernization Act?

A "' m not sure | understand the question, but
t he process that came out of that Act that we are
descri bing here, discussing here, is the sinplicity

that I|'"'mreferring to, yes.
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Q And the certainty is certainty for

Commonweal th Edison in terms of its cost recovery?

A It's certainty for both.
Q Bot h?
A Bot h, meani ng Commonweal th Edi son and its

customers.

So where, in other parts of ny
testinony, | talk about it accurately reflecting the
costs, no nore, no less. That's through the cyclical
process that's laid out in the Act and proposed here
provides that certainty for both, both the company
and the customers.

Q Wth respect to the project that we
di scussed earlier that the investnment in Smart Grid
on your surrebuttal testimny, you say that that
investment is being made in part to offer new and
i nnovative customer benefits?

MR. RIPPIE: Just to be clear, the surrebuttal
testinmony referred to the entire 2.6 billion, not
just a portion.

MS. MUNSCH: Correct, yes.

BY MS. MUNSCH:
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Q And you actually say, | think the phrase
is, "to further harden the system deploy Smart Grid
t echnol ogi es and provide new and innovative custonmer
benefits"?

A Yes, that's my testinmony.

Q Are the new and innovative customer
benefits you refer to there any benefits beyond the
performance metrics that were described earlier?

A Yes.

Q And what does "harden the system' nmean?

A | mprovements in terms of reliability.

MS. HI CKS: Thank you.

JUDGE SAI NSOT: By my cal cul ations, we have
M. Jenkins next and then counsel for Departnment of
Energy and then counsel for Metra.

MR. RI PPI E: And CTA.

JUDGE SAI NSOT: And CTA. Sorry.

CROSS- EXAM NATI ON
BY
MR. JENKI NS:
Q Good afternoon, M. Henphill. ' m Al an

Jenkins for the Commercial Group.
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A Good afternoon.
Q | f you could turn to your rebutta
testinony, ComEd Exhibit 11.0. " m on Page 14.

You describe there in Section D, going
on to the next page, one of your fundamental concerns
with testimny, and | believe toward the end of the
page, you're tal king about potential |oss of costs
bet ween FERC and the Illinois Conmerce Comm ssion; is

that right?

A Well, it's not a |loss of costs, if we |ost
the cost that wouldn't be a problem It's a trap
cost.

Q Okay.

A That is a cost that cannot be recovered

because of the inconsistency.

Q Al'l right. And on Page 15, you're talking
about the difficulty could be that a certain set of
costs are functionalized by FERC as distribution and
functionalized is transm ssioned by this Conm ssion.

So if you have a -- let's just say you
have a set of $100 of certain type of costs, and FERC

deenms that this $100 of cost is distribution costs,
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and the Illinois Commerce Comm ssion |ooks at it and
they say, "No, it's transm ssion costs."” That's the
problem that you're addressing?

A Yes.

Q You woul d agree, wouldn't you, that flip
side is there is a problemas well if FERC | ooks at
that same $100 of costs and considers it to be
transm ssion costs, and this Comm ssion -- the
I1'1inois Commerce Conm ssion, |ooks at the same $100
of costs and says it's distribution costs, that would
be a potential double-recovery, correct?

A Yes, and | should have mentioned that
earlier, it works both ways.

Q Okay. Now at high |level, would you agree
t hat once total system | osses are known an increase
in the calculation of transm ssion | osses necessarily
means a correspondi ng decrease in the cal cul ation of
di stribution system | osses?

MR. RI PPI E: | have to ask for a clarification
as to whose system you're tal king about? Just ComEd
transm ssion assets or PJM as a whol e?

MR. JENKI NS: This is a ConEd -- and we are not
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focusing just on -- it's the whole delivery system of
ComEd.

MR. RIPPIE: Okay, but the wi tness should be
answering to the extent he knows for the ComEd-owned
assets.

BY MR. JENKI NS:

Q To the extent that there is an increase in
calculation of transm ssion system | osses on ComEd,
woul d there not be a correspondi ng decrease in
calcul ation of distribution system | osses?

A "' m not a | oss expert, but | do believe
that is a zero sum phenonena.

MR. JENKI NS: Not hi ng further.

JUDGE SAI NSOT: Thank you, M. Jenkins.

CTA, Metra?

CROSS EXAM NATI ON

BY
MR. GOWER:
Q Good afternoon, M. Henphill. ' m Ed
Gower, as you know. How are you?
A Good. How are you.
Q Good. | prom se no hypotheticals.
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As the Vice President of Regul atory
Policy and Strategy, you have executive
responsibility for ComEd's regul atory policies and
strategies; isn't that correct?

A Yes.

Q In fact, you're responsible for
i mpl ementing ConmEd's regul atory policies and
strategies with respect to the new Section 16-108.5
of the Public Utilities Act; is that correct?

A Yes.

Q And part of your duties as the executive
responsi ble for ComEd's regul atory policies and
strategies includes ensuring that ConmEd complies with
I11inois Comerce Comm ssion orders and directives;
isn't that correct?

A Yes.

Q Do you recall that in the |last ComEd rate
case, which was Docket 10-0467, the Comm ssion
concluded that -- I'"m going to quote from Page 191,

"That based on the evidence
provided, it's clear that the railroad cl ass

does not, and probably will never, take
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A

servi ce at

4 kV."

Do you recall that?

| have the order in front of me,

rem nd nysel f.

Q

Yeah.

That

doubl e-check.

M .

| ooki ng at 190.

directing ConmEd,

t hat,

A

Q

m ght be on 191. Let

Henmphill, it's on 191,

"' m | ooking at 191.

Yes,

And,

in fact,

and if you | ook further

that's correct.

so |I'11

me

if you're

t he Comm ssion concluded by

believe it's the next paragraph:

That ComEd shall devel op a

down in

new enbedded cost-of-service study

for the next

t he cos

ts that

rate case that

excl udes

are associated with

facilities below 12 kV for the

railroad cl ass.

"This study should be part

ConEd' s

initial

rate case filing;

of

failure
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to conply with any portion of this
directive could subject ConEd to the
penalties provided in the Public Utilities
Act for failure to comply with a
Comm ssion order."

Do you see that?

A Yes.

Q And as | understand it, Comonweal th Edi son
has made a comm tment to Metra and the CTA that
revise E costs elimnating the cost of the facilities
12 kV fromthe railroad class would be included in
the next rate design that ConmEd files with the
Comm ssion; is that correct?

A That's correct.

Q When will that rate design be filed with
t he Comm ssion?

A | do not know.

Q Okay. Could you please tell me why you
don't know when ComEd will fulfill its commtment to
file a rate design with the Comm ssion that reflects
the elimnation of 12 kV studies fromthe railroad

cl ass?
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A The wording that is in the statute that
we're following with regard to rates and
i nvestigation states that any direction provided by
t he Comm ssion subsequent to the approval of the
formula rate tariff will be put into effect within
one year of that decision, so what we are doing is
assessi ng whether or not there will be such direction

provi ded by the Comm ssion sonmetime hence, and then

we will comply with a filing within a year then
Q Okay. What if the Comm ssion -- let ne
give you the actual |anguage, if | m ght.

MR. GOWER: You want this marked as an exhibit,
Judge, it's an expert from the statute?

JUDGE SAI NSOT: Sure why not.

THE W TNESS: Did I get it wrong?

MR. GOWER: Sorry?

THE W TNESS: |"m sorry, if | got it wrong.

JUDGE SAI NSOT: Are we going to call that Metra
Cross- Exhibit 1.

MR. GOWER: Or I can just identify it. It's
Subsection (e).

THE W TNESS: Just to make sure | don't have
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unclarity in the record, can | just read what | was
trying to paraphrase earlier?
BY MR. GOWER:

Q Sur e.

Let me, for the record, just identify
what | just handed to you and then you can reference
what you're referring to in your prior testinony.

| just handed you a copy of what |
will represent is a copy of Section 16-108.5(e) of
the Public Utilities Act, which is codified at 220
| LCS5?

JUDGE SAI NSOT: 5/ 16.
BY MR. GOWER:
Q 16. 108.5(e) and | ask you to identify the
| anguage to which you referred in your prior
testi nony.
A So I"'mgoing to read just to make sure it's
clear in the record.

So I'"'mreading fromthe tariff
foll owi ng approval of a participating utility's
performance of a --

Q Let me stop you for a second, M. Hemphill.
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Are you now going to read the second sentence of

Subsection (e)?

A

Q

A

Q

Yes.

Okay. Go ahead.

"Fol | owi ng approval of a participating
utility's performance-based fornul a
rate tariff, pursuant to Subsection C
of this section, the utility shall make
a filing with the Comm ssion within
one year after the effective date of
t he performance-based formula rate
tariff that proposes changes to the
tariff to incorporate the findings of
any final rate design orders of the
Comm ssion applicable to the
participating utility and enter
subsequent to the Comm ssion's
approval of the tariff."

And your uncertainty is based on this

| anguage as to whether or not when ConmEd will file a

new rate design is based on your

when the Comm ssion m ght enter an order subsequent

uncertainty as to
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to this case?

A Yes.

Q And what if, within a year the Comm ssion
has not entered any final rate design order, within
one year after the formula rate tariffs that will be
approved in this case in effect, what if the
Comm ssion hasn't issued or initiated a rate case or
rate design case within a year, will ComEd then file
the new rate design that incorporates the (e) costs
t hat we tal ked about, the revised (e) costs, that we
tal ked about earlier?

A | can't say with certainty that we woul d.

Q So as you sit here today, you don't know
whet her ComEd wi |l be proposing a new rate design in
1 year or 2 years or 3 years? You just don't know
when; is that correct?

A Well, | believe that within 3 years, it's a
requi rement that we either -- we file revenue neutral
tariffs or we file changes in tariffs that are
revenue neurtral that reflect updated cost of
service.

Q That's each subsequent 3-year period; isn't
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t hat correct?

A Yes.

Q So that refers to yet another 3 years after
the initial first year; does it not?

A Yeah, |'m not sure. | woul d have to think
about that whether it would be 3-plus 1 or 3.

Q So, otherwi se stated, it's your
under standi ng that at |east ComkEd has to file a new
rate design in 3 to 4 years?

A Yes.

VMR. GOVER: Can | have just one second.

JUDGE SAI NSOT: Sure.

BY MR. GOWER:

Q Just so | understand, just so | amfamliar
wi th your understanding of what is required by
Comonweal th Edi son as a result of the |last rate
case, you believe that the revised (e) cost that was
ordered in the new rate base may not have to be filed
with the Comm ssion for 3 to 4 years from now?

A That's my understandi ng. "' m not a | awyer,
and |'mnot used to interpreting statute, but that's

my under standi ng.
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Q Were you involved in the decision to retain

Charles Box to testify in this proceeding?

MR. RI PPI E: | object to the question. | t
calls for privileged information and has no
rel evance.

MR. GOWER: | didn't ask about -- | asked a
simple "yes" or "no" question.

MR. RI PPI E: It still calls for privilege --

MR. GOWER: Excuse ne. May | finish?

JUDGE SAI NSOT: Wait a m nute.

How is it privileged?

MR. RI PPI E: The deci si on of whether or not to

retain himis a question of litigation strategy. The

deci si on of whether or not to put on a particular
witness i s not a question of fact, it's a question of
l[itigation strategy.

It's not anything this w tness
testified about, so -- but M. Gower has a point, |
cut himoff, and before |I make my objections, |
should et himfinish his question

JUDGE SAI NSOT: M. Gower?

VMR. GOVER: | didn't ask to invade any area of
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privilege. | simply asked whether M. Hemphill was
or was not involved in that decision. And I don't --
BY MR. GOWER:

Q M. Hemphill, just so we are clear, | don't
want to talk to you about the substance of any
communi cations you had with your | awyers. | only
want to know as the director of regulatory policy and
strategy for Commonweal th Edi son, who presumably has
charge over the budget in this case, whether you were
involved in this decision whether or not to retain
the former chairman of the ICC as a witness in this
case?

MR. RIPPIE: The objection to that question
will be relevance and scope. Not hing in his
testinony tal ks about the selection of w tnesses or
for that matter budgeting.

JUDGE SAI NSOT: He does have a point there.

MR. GOWER: They just filed a brief in which
they said they hired this guy for his testinony
concerning ratemaki ng policy. It's in the Footnote 6
of their brief.

This is -- they brought M. Box in as
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a surrebuttal testimny witness, so of course, his
testi mony doesn't reference that.

But now they filed a brief saying he's
a ratemaking policy witness. This is their policy
wi t ness. | sinply want to explore what his
under standi ng of Mr. Box's qualifications is, whether
he had any conversations with himand let it go at
t hat .

MR. RI PPI E: It's beyond the scope of his
testinmony. The fact that we brought in a witness in
surrebuttal testimony doesn't mean he gets to ask
every one of our witnesses about that subject.

He's not tal ked about witness
sel ection or budgeting. It's not this wtness
position to tal k about that subject.

JUDGE SAI NSOT: M. Gower, the objection is
sustai ned. Sorry about that. It is beyond the
scope. You can move on, though
BY MR. GOWER:

Q Have you ever discussed ratemaking policy
with M. Box?

MR. RI PPI E: Same obj ection.
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MR. GOWER: Those are not.

MR. RI PPI E: If that were a purely foundational
guestion anything that could possibly not be beyond
t he scope or relevant, | wouldn't have this
obj ecti on.

But the point of asking whether he
ever discussed ratemaking policies with the chairman
is not asked whether or not four years ago at a
nei ghbor hood conference that they tal ked about gas
pi pel i nes. It's a prerequisite to going down the
same |ine of questioning that | previously objected
to, and that's the basis of my objection.

JUDGE SAI NSOT: | think it's still beyond the
scope, too. Sorry about that, M. Gower.

MR. GOWER: All right. "' m done. Thank you.

JUDGE SAI NSOT: Okay. Counsel, for the CTA.

MR. BALOUGH: Your Honors, we have no questions
for this wtness.

JUDGE SAI NSOT: Anybody here on behal f of the
Department of Energy? | guess -- any redirect?

MR. RIPPIE: There may be about four questions

if your Honor if we could take our 5-m nute break
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now, then we can al so get ready for our next wtness.

JUDGE SAI NSOT: | think |I have two questions
for M. Hemphill. They're very sinmple questions.
We will take a 5-m nute break.

(Whereupon, a recess was taken.)
CROSS- EXAM NATI ON
BY
JUDGE SAIl NSOT

Q My first question, Dr. Hemphill, is about

your house-buyi ng exanmpl e.

| just want to make it clear that when
you're tal king about buying a house initially, that
house has a distinct value that can be quantified
when its bought, correct?

A That's correct.

Q And the second question, |I'mjust asking
you as a general ComEd enpl oyee and, frankly, just
because you're the first wtness.

I'ma little confused about the
retirement system at ComEd.
Let's say, there is a |ot of issues,

but there is a |l ot of contention around the pension,
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but then M. Fruehe's rebuttal testinony, he started
tal king about ADIT related to a 401K pl an.
Do you have one? The other? Both?
Some ki nd of m xture?
A | would ask M. Fruehe that question.
JUDGE SAI NSOT: Okay. He's next, so | can do
t hat .
THE W TNESS: Okay.
JUDGE SAI NSOT: Thank you
Redi rect ?
REDI RECT EXAM NATI ON
BY
MR. RI PPI E:
Q Dr. Hemphill, 1'Il try to be very brief.
Do you recall during questioning by
Ms. MUNSCH on behalf of the Citizens Utility Board,
you were asked whether the Comm ssion could review
t he prudence and reasonabl eness of a utility
investment during the reconciliation proceeding.
Is that the only proceeding during
which the Comm ssion can review the prudence and

reasonabl eness of a utility investment?
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A Well, it's not really referring to the
proceedi ng. The parts of each proceedi ng, one part
is the reconciliation, another part is the projection
of the capital spent for the current year.

So what you have is there is prudence
and reasonabl eness on the reconciliation fromthe
previous year. There is prudence and reasonabl eness
on the projection for the current year.

Then, again, as we go through the
cycle for that current year, for which there was the
prudence and the reasonabl eness eval uation on it,
when you go through the reconciliation of that, you
get another bite at the apple in terns of prudence
and reasonabl eness on that.

Q Much earlier in your exam nation
Ms. Lusson asked you about the types of risk that
coul d be addressed by a fornmula rate regi me,
especially with respect to regul atory | ag.

Do you recall those questions?

A Yes.

Q And if | recall you expressed sonme doubt

about answering them exclusively, if that is in terns
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of there only being certain kinds of risks.
What ot her types of risks were you
t hi nki ng about at that time?

A And | thought | el aborated on it, but just
to be clear, there is the risk that the costs that
are in the proceeding are disallowed and i nvestments
are disall owed.

|f those are disallowed --
particularly if they're costs that have already been
incurred, that is a significant risk.

Q So if ComEd remained in a regi me where
actual prudent and reasonable costs of service were
di sall owed on some of the grounds that you criticized
in your testimny, would that, in your view, be a
regime that posed mnimal or small risk to ComEd?

A No.

MR. RIPPIE: Thank you. That's all | have.

JUDGE SAI NSOT: Any recross?

(No response.)

JUDGE SAI NSOT: Okay. You may step down,

M. Hemphill. Thank you.

Okay. \What we sort of mapped out
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informally is to have M. Fruehe go for approximately

hal f, and then when there is a break of 15-m nutes

so.
(Whereupon, a recess was taken.)
JUDGE SAI NSOT: Okay. Ready?
MS. BARRETT: Before |I begin my direct of
M. Fruehe, | need to enter an appearance on the

record. Ronit C. Barrett, Eimer Stahl, LLC, on behalf
of Comonweal th Edi son Conpany, 224 South M chigan
Avenue, Suite 1100, Chicago, Illinois 60604.
(Wtness sworn.)
MARTI N G. FRUEHE,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:
DI RECT EXAM NATI ON
BY
MS. BARRETT:
Q M. Fruehe, would you state and spell your
full name for the record.
A Martin G. Fruehe, Ma-r-t-i-n, F-r-u-e-h-e.
Q And by whom are you enpl oyed?

A Commonweal th Edi son Conpany.
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Q And what is your position there?

A | ' m manager of revenue policy.

Q Have you offered witten testimony in this
proceedi ng?

A Yes.

Q | believe there are three pieces of
testinony. The first piece is marked ComEd
Exhibit 4.0, it's entitled, Direct Testinmny of
Martin G. Fruehe, Manager of Revenue Policy for
Comonweal t h Edi son Conpany, 4.5,
4.6 corrected, and 4.7 through 4.10; is that correct?

A Yes.

Q Was this direct testinmny prepared by you
or under your direction and control ?

A Yes.

Q Is it true and correct to the best of your
knowl edge and belief?

A Yes, it is.

Q And have there been any updates in |ater
testinony?

A Yes, there are updates, which are included

in nmy rebuttal testimony and surrebuttal testinmony.
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Q So subject to that qualification, if | were
to ask you the same questions today, would your
answers be the same?

A Yes.

MS. BARRETT: Your Honors, this Direct
Testi mony was E-Docket filed on November 8th, 2011,
except for Exhibit 4.6 corrected, which was E-Docket
filed on Novenber 16, 2011.

The second piece of testimny is ComEd
Exhibit 2.0, which is entitled, Rebuttal Testimony of
Martin Fruehe, Manager of Revenue Policy of
Commonweal t h Edi son Conpany. It consists of 46 pages
of questions and answers and attached Exhibits 13.1
t hrough 13. 8.
BY MS. BARRETT:

Q s that your rebuttal testimony in this
proceedi ng?

A Yes.

Q And was it prepared under your direction
and control ?

A Yes.

Q Is it true and correct, to the best of your
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knowl edge and belief?

A Yes.

Q And have there been any updates in |ater
testinony?

A Yes, there was updates, which |I presented
in my surrebuttal testinmony.

Q Subject to that qualification, if |I were to
ask you the same questions today, would your answers
be the same?

A Yes, they woul d.

MS. BARRETT: Your Honors, that was E-Docket
filed on February 3, 2012.

BY MS. BARRETT:

Q The third piece of testinmony is ComeEd 22.0,
it's entitled, Surrebuttal Testimony of Martin G
Fruehe, Manager of Revenue Policy, Comonweal th
Edi son Company. It consists of 26 pages of questions
and answers and attached are Exhibits 22.1 through
22. 8.

s that your surrebuttal testinony in
this proceeding?

A Yes.
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Q Was it prepared under your direction and
control ?

A Yes.

Q And is it true and correct, to the best of
your knowl edge and belief?

A Yes.

Q Subject to that qualification, if |I were to
ask you the same questions today, would your answers
be the same?

A Yes, they woul d.

MS. BARRETT: Your Honors, that was E-Docket
filed March 2, 2012.

| hereby move ComEd 4.0, 4.1 through
4.5, 4.6 corrected, 4.7 through 4.10, 13.0. 13.1
t hrough 13.8, 22.0 and 22.1 through 22.8 into the
record.

JUDGE SAI NSOT: Any objection?

(No response.)
JUDGE SAI NSOT: Hearing none, your notion is

granted, Counsel. You can proceed.
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(Wher eupon, ConkEd 4.0, 4.1
t hrough 4.5, 4.6 corrected, 4.7
t hrough 4.10, 13.0. 13.1
t hrough 13.8, 22.0 and 22.1
t hrough 22.8 were admtted into
evi dence.)
MS. BARRETT: We tender the wi tness for
Cross-exam nation.

MR. FEELEY: Judge Sai nsot, we are not on |ist,

but Staff does have a few questions, but we will wait
till the end if that's all right.
JUDGE SAI NSOT: | s that any surprise? Does

anybody have a problemwi th that?
(No response.)
JUDGE SAI NSOT: Okay. Go ahead.
CROSS- EXAM NATI ON
BY
MR. FEELEY:
Q Good afternoon, M. Fruehe. My name is
John Feel ey. | represent the Staff. These questions
are with regard to your rebuttal testinony.

At Pages 38 through 40 of your
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rebuttal testinony, it discusses Staff's proposal to
remove the recovery of uncollectible expense fromthe
formula rate revenue requirement, and in the future
periods uncollectible expense would be recovered
t hrough Rider UF (unintelligible).

Do you recall that?

A Yes, | do.

Q Then at Lines 848 through 857, you discuss
additional changes to the fornmula rate tenplate that
woul d be necessary to acconplish that proposal, and
one of your reconmmendati ons that you propose is to
add a line to Schedul e FRA-3 between Lines 10 and 11
to renmove uncoll ectible costs included in delivery
service revenue.

Do you recall that?

A Yes, | do.

Q Okay. Has t hat proposed change been
reflected in the formula tenplate filed in the case?

A Not in this surrebuttal case, no.

Q And when would ConEd reflect that change to
schedul e RA-3?

A | don't know the exact timng of it, but
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after the Comm ssion's final order, the Comm ssion
accepts that, Comed will file an updated copy of
t hat .
MR. FEELEY: Thank you. That's all | have.
CROSS- EXAM NATI ON
BY
MS. YU:
Q Good afternoon, my nanme is Cathy Yu, from
the AG s office. | have a couple of questions.
I n your surrebuttal testinony,
Page 12, starting around the m ddle, you tal k about
CWP -- which is Construction Work in Progress and
AFUDC, along with the --
(Brief interruption.)
Were on your surrebuttal, Page 12 and
you tal k about CWP and AFUDC.
Do you recall that?
A Yes.
Q Okay. For the CWP that's not included in

rate base, does ConmEd accrue AFUDC on it?

A The CWP we do not include in rate base does

accrue AFUDC, yes.
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Q And AFUDC accrued then provides ConmEd with
return on that CWP; is that correct?

A An eventual return, yes.

Q | have a docunent here that | have marked
as AG Cross-Exhibit, and it is ComEd's response to AG
DR 5. 02.

In this document, if you |look at the
response, it states that the credit bal ance of
accrued vacation at the end of each month for the
mont hs January through November of 2010 was
49.5 mllion.

And this amount was, this
49.5 mllion, that was used from January to November
that's from Decenber of the previous year, which
woul d be 2009; is that correct?

A Yes, that's correct.

Q So in the accounting, it's assuned that
there will be an outstanding bal ance of accrued
vacation reserve, and that's why the credit bal ance
is taken from the adjustment in Decenmber of any given
year, and then maintained through Novenber of

whi chever year its foll ow ng.

190



10

11

12

13

14

15

16

17

18

19

20

21

22

So in this case, December of 2009,

t hat ampunt was the ampunt used for the months
January through Novenber of 20107

A Yes. This balance is updated once per year
at the end of the year, given that ComEd does not
know when enpl oyees are going to take their vacation,
we do not adjust the bal ance.

We do know that on Decenber 31st that
it's likely that enpl oyees return on the 1st or 2nd
of the year after the holiday, and at that time, they
will be awarded their vacation, which they're
eligible to take any time during the year.

Again, we don't know at which time
t hey take that vacation, so we do not adjust that
down until the end of the year. It is sinply an
accounting accrual for that year.

Q But there is the assunmption that there wil
be an outstandi ng bal ance, which is why the amounts
t hey use for the months January through November of
the followi ng year, you use the same nunmber that you
adjusted, so to speak, from December of the previous

year ?

191



10

11

12

13

14

15

16

17

18

19

20

21

22

A | guess when you say --

Q For accounting purposes?

A " m sorry.

Q Sorry.

A When you say "assume there will be an

out st andi ng bal ance,” what do you mean "assume there
will be an outstandi ng bal ance"?

Q For accounting purposes, you use the sane
nunmber that you adjusted in December of, say, 2009
and you used that same nunber for pretty much the

entire followi ng year for accounting purposes?

A We use that same number, again, because we
don't know when an enployee is -- although they wil
be eligible for vacation -- we don't know exactly
when they will take vacation.

And given the number of enpl oyees, we
have to adjust for each time they take a vacation
wi Il be al nost impossible from an accounti ng
st andpoi nt.

Q And t hroughout the year are enpl oyees
continuing to accrue vacation time?

A No, they're not.

192



10

11

12

13

14

15

16

17

18

19

20

21

22

Q So from say, when you cal cul ated the
bal ance in December of 2009, and that's in this case
49.5 mllion, and then for the months from January
t hrough November, you use the same number because of
uncertainty, you use the same number in cal culating
t he bal ance of accrued vacation reserve -- strike
t hat .

So in 2010 from January to Novenber,
the 49.5 mllion, that's the assunption that you use
for accounting purposes from Decenber of 2009; am
getting that correct?

A That, and the 49.5 mllion represents the
vacation liability recorded on the books in
Decenber -- at the end of Decenmber of 2009 for the
com ng year. It does not represent any particul ar
mont h of the year.

Q But that is the number used for nost of the
year in 2010 until it is adjusted again in December?

A That's the nunber that is reported on our
books for the year until the end of December.

Q Okay. | ve got anot her document here that

| have marked AG Cross Exhibit 2. This is ConmEd' s
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response to AG --

JUDGE SAI NSOT: Ms. Yu, are you seeking to have

any of these put into evidence?

MS. YU: | am Should I nove them at the end

or do you want to nove theminto the evidence now?

JUDGE SAIl NSOT: | don't care. You can do it

when you |ike. | just want it to be made cl ear.

MS. YU: This is AG Cross-Exhibit 2 and ConEd's

response to AG Data Request 2.11
BY MS. YU:

Q In this document here, in this response,

ConEd indicates for tax year 2011, ComEd intended to

modi fy its accounting for the repair instruction,
pursuant to Revenue Procedure 2011-43; and thus,

reflected the state of results in here, which

included a Section 481-A adjustnment; is that correct?

Do you see that in the response?
A That's what it says, yes.
Q ComEd al so stated in this response that
Section 481-A, that adjustnment, the catch-up
adjustnment, so to speak, it's estimated to be

approximately 600 mllion in this.
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Do you agree that that catch-up
adj ust ment woul d have the effect of increasing the
ADI T by about 240 mlIlion, which is the 600
mllion -- 40 percent of the 600 mllion, which is
approximately the combined tax rate.

Woul d that roughly be your
cal cul ati ons, as well?

A | "' m okay with your cal cul ations that you're
usi ng.

Q So this, approximately, 240 mllion, this
woul d be an increase to the ADIT, and this increase
is not current incorporated into the determ nation of
t he Conpany's rate base, is it?

A No, it's not because the | egislation
requires us to use the 2010 bal ance.

Q Is the ADIT for this catch-up adjustment
taken into consideration -- strike that.

ls the ADIT for the Section 481-A

catch-up adjustment, is that incorporated into the
conmpany's rate base -- |'m sorry. Stri ke that.
So referring to -- | have copies here

of AG/ AARP Exhibit 1.11.
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Do you have copies of that or would
you |ike?
A |f you have one there, that would be
easi er. |'m afraid the books m ght fall again.
Q This is just the exhibit that we fil ed.
JUDGE SAI NSOT: lt's not technically in the
record, but it's prefiled somewhere; is that correct?

MS. YU: Yes, it is.

BY MS. YuU:

Q If you flip to the end of that, it's the
| ast page on the copy that | gave you

A s this is AG 1187

Q Yes, this is ComEd's response to
AG/ DR1. 15.

Do you agree in response to this data
request here, AG 1.15, ConEd objected to providing
information regarding which key managers were awarded
t hrough the restricted stock award programin the
response?

MS. BARRETT: | think the question m ght have
been incomplete. You said -- what were you asking

hi m about ?
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MS. YU: Sorry. | will rephrase.
BY MS. YU:

Q In the response to this data request, ConEd
objected to providing informati on regardi ng which key
managers were awarded t hrough the purchase stock
award program is that correct?

A They objected to the identification of each
i ndi vi dual .

Q And do you agree also that ComEd objected
to providing information on the performance criteria
t hat were enployed to determ ne the stock grant
amounts for these key managers? | will draw your
attention to RC.

A Yes, we objected to it because the
restricted stock awards are not tied to any
performance measures or specific performance measures
of any key manager.

Q Do you, anywhere in your testinmony, provide
exactly how the amount of stock awarded to each key
manager was determ ned in 20107?

A Exhibit 4.9 of my direct testinmny provides

an overview of the program
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Q ' m sorry. It provides?

A An overview of the restricted stock
program
Q Do you provide details on how the amount is

determ ned and how t he amount of stock awarded to

t hese key managers was determ ned in 2010?

A Exhi bit 4.9 provides information as far as
how ComEd reviews or actually how ConEd's -- |I'm
sorry -- how Exelon reviews the industry and how it

beli eves Exel on and ConmEd stock awards restricted
stock award programs are in line with industry
st andar ds.

Q Do you provide detailed individual
performance criteria anywhere in your testinony, the
criteria being those that are used by the Conmpany to
deci de how much stock to award?

A The restricted stock programis not tied to
any specific individual paranmeters. It's part of
bei ng a key manager. lt's basically part of your
conmpensation packet. It's truly no different. It's
part of your salary, | guess, | would say, and just

awar ded over three years. And the incentive part of
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the programis expecting the enployees to stay with
t he conpany.

Q Okay. Did you provide in your testinony,
however, performance criteria or details as to how
t hi s package --

MS. BARRETT: | will object to you continuing
to ask him about performance criteri a. He testified
there are no performance criteria basically.

JUDGE SAINSOT: So it's asked and answered?

MS. BARRETT: Asked and answer ed.

JUDGE SAI NSOT: She's correct.

BY MS. YU:

Q Woul d you agree that the value of Exel on

common stock is primarily tied to the Conpany's

overall financial performance?

A Can you define the "conpany" pl ease.
Q Exel on. Wbould you agree that -- | wll
rephrase.

Woul d you agree that the val ue of
Exel on common stock is primarily tied to Exelon's
overall financial performance?

A Not entirely, no.
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The stock's price is going to be based
upon a | ot of things; obviously, the Conpany's
operational and financial performance are important,
but there are external factors; such as, weather,
regul ations, conpetition, market condition, that can
all drive a stock's price.

Q Woul d you agree that Exelon's overal
financial performance -- would you agree that
Exel on's overall financial performance has a greater
i mpact on the value of Exelon's common stock than,

say, the quality of service that is provided by

ComEd?

MS. BARRETT: | " m going to object based on
f oundati on. ' m not sure the witness can answer
t hat . | guess to the extent he's capabl e of

answering, it's okay, but
JUDGE SAI NSOT: Because he's not an Exel on
enpl oyee or |I'm not quite sure --
MS. BARRETT: | don't think he's an expert in
t he value of Exelon stock and how it's valued and the
factors of that, and | don't think he's testified on

t hat .
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JUDGE SAI NSOT: Why don't you try to rephrase.
BY MS. YU:

Q Woul d you agree that the value of Exel on
common stock is more tied to Exelon's overall
financial performance rather than a factor such as
the quality of service provided by ComEd?

MS. BARRETT: Sanme objection.

JUDGE SAI NSOT: Sust ai ned.

BY MS. YU:

Q Woul d you agree that Exelon's over al
financial performance is a key factor in the val ue of
Exel on's conmmon stock?

A | woul d agree that Exelon's financial and
operational performance are -- | guess, | would say
they are certainly inputs into the value of conmon
stock. To the actual degree, | couldn't tell you
exactly what that is.

Q Okay.

MS. YU: No further questions.

| would like to nove to admt AG
Cross-Exhibits 1 and 2 into the record.

JUDGE SAI NSOT: Any objections?
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MS. BARRETT: Let me just | ook at the beginning
of Cross-Exhibit 2 for one moment.
JUDGE SAI NSOT: Sur e.
MS. BARRETT: No obj ecti on.
JUDGE SAI NSOT: No objections from anyone el se?
(No response.)
JUDGE SAI NSOT: Hearing none, your notion is
granted, Counsel.
AG Cross- Exhi bit and AG
Cross-Exhibit 2 are admtted into evidence.
(Wher eupon, AG Cross-Exhibit
Nos. 1 and 2 were admtted into
evi dence.)
JUDGE SAI NSOT: | think now m ght be a good
time to take a break. W have CUB still and the
| 1 EC.
Anybody else I'"'m m ssing? AARP?
MR. COFFMAN: | " m wai ving my questions.
JUDGE SAI NSOT: You have no questions, right?
MS. BARRETT: That's AARP.
JUDGE SAI NSOT: Yes.

So now if we come back at 4:00, we
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should be able to finish up before 5:00 still.

MR. RI PPI E: Yes.

(Wher eupon, a recess was taken.)

JUDGE SAI NSOT: Okay. Who's next?

CROSS EXAM NATI ON

BY

MS. HI CKS

Q Good afternoon, M. Fruehe. My name is
Christie Hicks. | represent the Citizens Utility
Boar d.

"' m going to start off by asking you a
few questions about accunul ated deferred i ncome
taxes, which | will also refer to as ADIT.

A Okay.

Q You responded to the testimny of the CUB
Wtness M. Smth and AG/ AARP W tness M. Effron on
the issue of ADIT associated with 2011 pl ant
additions; is that correct?

A Yes, | did.

Q For this phase of the formula rate plan,
ConEd proposes not to include ADIT related to 2011

di stribution plant; is that right?
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A ConEd' s position is the ADI T associ ated
with the 2011 projected plant additions should not be
included in this calculation of rate base for this
proceedi ng.

Q Now, | would like to show you what | have
mar ked as CUB Cross-Exhibit 1.

MS. HI CKS: Your Honors, may | approach the
wi t ness?

JUDGE SAI NSOT: Yes, you may.

Are you going to offer these into the
record?

MS. HICKS: A note for the record, the Conmpany
has desi gnated an attachnment to the exhibit I have
passed out, which is the data request response to CUB
4.01. It's been designated by the Conpany as
Confi denti al . | have given the court reporter copies
of both the public and confidential versions.

' m not going to refer to any of the
confidential information so we can avoid closing the
hearing to the public, if that's all right.

MS. BARRETT: That's fine.

BY MS. HI CKS:
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Q M. Fruehe, do you recognize the docunent

just handed you?
A Yes, | do.

Q What is it?

A It's a data request from CUB that's asking

for ConmEd's estimation of the depreciation ADIT
related to the 2011 actual plant additions.
Q Did you prepare this response?
A It was prepared under my supervision.
Q Al'l right. And if | could direct your

attention to the first page of the attachment.

Coul d you please read for me the grand

total of the jurisdictional ADI T that ComEd has added

for the 2011 jurisdictional plant additions?

A Il will first note, this is still an
estimate. As | noted here, since the ComEd FERC
Form 1 has not yet been filed that these are still
prelimnary nunbers.

Q W th that understanding?

A The number on the jurisdictional ADIT is
$290, 531, 136.

Q Thank you
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Now, | want to go back very briefly to
a couple of questions that M. Yu asked you, and |
just want to clarify: As employees use their
vacation time throughout the year, are they also
accruing vacation time throughout the year?

A No, they're really not.

Vacation pay is not awarded until the
first of the year.

So, for example, if an enpl oyee were
to | eave on Decenber 31st, that enployee would not be
awarded the vacation days for the com ng year.

Q So do ComEd enpl oyees have avail able to
them on January 1st all of their vacation time for
the year?

A Yes, they do.

Q Al'l right. Thank you

MS. HI CKS: | have no further questions then
and | would move for the adm ssion of CUB
Cross- Exhibit 1.

MS. BARRETT: We do have an issue with
Cross-Exhibit 1 in that, as M. Fruehe discussed,

it's related to 2011 actuals, and what currently is
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in the revenue requirenment is 2011 projections.

But | guess that we would reserve that
objection to argue it in the briefs, then we would be
okay with admtting it now, otherwi se, | think we
woul d have a rel evance objection.

MS. HICKS: Well, I would have a hard tinme

havi ng an objection reserved at this point, as we are

on a statutory tineline. | would prefer a ruling
now, if | could have one.
JUDGE SAI NSOT: Ms. Hicks, | think you made it

clear, at least to me, that you understand these are
just projections; is that correct? The numbers that
are attached, the first page of the attachment to
the --

MS. HICKS: Are estimates.

JUDGE SAI NSOT: Yes, estimates.

MS. BARRETT: Esti mates of the actuals, as
opposed to the projections that were made previously.

JUDGE SAI NSOT: | chose ny words very poorly,
but it's 4:10, you will have to excuse ne.

| understood Ms. Hicks to understand

that these were not firm numbers that coul dn't
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change, so | think just noting that gives you all
what you need.
MS. HI CKS: Okay. So it's admtted then with
t hat under standi ng?
JUDGE SAI NSOT: It is admtted with that
understanding -- that clarification.
MS. HI CKS: Thank you very nmuch, your Honor.
(Wher eupon, CUB Cross-Exhibit
No. 1 was admtted into
evi dence.)
CROSS EXAM NATI ON
BY
MR. REDDI CK:
Q Good afternoon, M. Fruehe. My name is
Conr ad Reddi ck. | represent the I1EC
A Good afternoon.
Q Your duties include oversight of rate case
related activities at both the state and federal
| evel s, correct?
A Yeah, and | would define rate case
activities to devel opi ng and supporting the revenue

requirements in both jurisdictions.

208



10

11

12

13

14

15

16

17

18

19

20

21

22

Q Do your responsibilities include any
procedural aspects of rate case activities?

A "' m sorry. Coul d you defi ne what you mean
by "procedural aspects.”

Q What ConmEd does when ComEd does it.

A | would say, no. My role is to devel op
ComEd' s revenue requirement in support of the rate
case.

Q Are you involved in the preparation of the
FERC Form 1?

A | review some of the materials within the
FERC Form 1 before they're made public, yes.

Q And are you responsi ble for making sure it
gets filed or anything of that sort?

A No, |'m not.

Q VWho is?

A The purview falls under our CFO, ComEd CFO
woul d be responsible for making sure the document
gets fil ed.

Q Can you tell me who of the witnesses in
this case is the most famliar with that process?

A | amfamliar with that process, yes.
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Q When is ComeEd's FERC Form 1 filed with
FERC?

A Typically, we file it towards the end of
March; al though, it's not due until, | believe, it's
April 20th, but that could be the 19th or 21st. I
don't remenber the exact date. We usually try to get
it out a month in advance, but we are under no
requi rement to do so.

Q s the FERC Form 1 a public document?

A Yes.

Q As of when?

A When it's fil ed.

Q When it's fil ed.

And |'m sorry, you said usually the

end of March, even though it's not due until

somewhere around the third week of April; is that
correct?
A That's correct.

Q Okay. During the period between ConmEd's
filing the FERC Form 1 at FERC, and the time ComEd is
required to make its reconciliation filing at this

Comm ssion, has ConmEd contenpl ated any arrangements
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to answer questions regarding the FERC Form 1 during
t hat period?

A Not to my know edge, but | believe others
are free to ask questions if they have any.

Q | f asked, will ComEd respond?

MS. BARRETT: Obj ection; | think this w tness
has testified that he isn't involved in the
procedural aspects as you defined them

He's trying to answer your questions
about the FERC because he does know about that, but
' m not sure he can answer your questions.

JUDGE SAI NSOT: Can you repeat your question.

MR. REDDI CK: "' m not sure | remenber the
guestion at this point.

JUDGE SAI NSOT: Let's ask the court reporter,
that's what they're here for, right.

(Wher eupon, the record was read
as requested.)

JUDGE SAI NSOT: | think it was the question
before that.

MR. REDDI CK: Well, no, the question before

t hat was M. Fruehe said, they can ask. My question
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was: If we ask, will ConmEd respond.

JUDGE SAI NSOT: Okay. | think he can answer
that, if he knows. He may not know.

THE W TNESS: To the best of my belief, yes, |
beli eve ComEd woul d respond to questions about the
FERC Form 1.

BY MR. REDDI CK:

Q In your testinony, you describe yourself as
the one responsible for the review and eval uati on of
potential regulatory alternatives for ConEd.

What kind of alternatives does that
description refer to?

MS. BARRETT: Could you point us to his
testimony that you're referring to?

MR. REDDI CK: Line 119 of his direct.

THE W TNESS: Let me answer it this way:

| f ComEd has a regul atory requirement,
which would result in some type of rider being filed,
| may be involved in some of the cal cul ati ons that
feed into the rider itself; more common is
contenpl ating alternative recovery mechani sm | may

be involved in the devel opment of cal cul ati ons as
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wel | .
BY MR. REDDI CK:
Q What is your involvenment or anticipated
i nvol vement in the May 1st filings required for the

reconciliation of the formula rates?

A | believe it's very simlar to the
testinony exhibits that | filed in this case.
In other words, | would be responsible

for supporting ComEd's revenue requirenment, for the
actual for 2011, as well as | would be responsible
for the calculations in the reconciliation, and
finally, the calcul ations for the projected pl ant
additi ons, appreciation expense change, and change in
t he appreciation reserve.

Q Do you know whet her that May 1st filing
will include testimony to explain the schedul es that
you prepare?

A Yes, | believe it wll.

Q As | understand the process after ComEd's
makes its reconciliation filing, the I CC has a period
when it can review the filing and make a

determ nation whether to open a proceeding.

213



10

11

12

13

14

15

16

17

18

19

20

21

22

I s that your understanding?

A That is my understanding; although, | guess
| would have to say, subject to check, because I'm
not conmpletely famliar with the rider itself. It's
a technical aspect. | would have to check, and I
believe it does.

JUDGE SAI NSOT: ' m not sure which filing.
There is a lot of filings.

MR. REDDI CK: The main reconciliation filing is
the one | was referring to in the |ast question.

JUDGE SAI NSOT: Okay.

BY MR. REDDI CK:

Q Woul d you descri be the reconciliation
filing.

A The reconciliation filing will calcul ate
the revenue requirenments of the actual cost incurred
in 2011. It will compare that to the weighted
average of the revenue requirements in effect in
2011.

Q And do you know whet her any arrangenents
have been made to respond to inquiries regarding the

filing before the I CC opens a docket?
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A | ' m not aware of any specific arrangenents.
MR. REDDI CK: Thank you. Not hi ng further, your
Honor .

MS. BARRETT: We may have one or two questions

on redirect, if could have a nonent.
JUDGE SAI NSOT: | just have one question for
M. Fruehe.

CROSS EXAM NATI ON
BY
JUDGE SAIl NSOT
Q |"'mjust a little confused, and | just need
a general background. l"mjust a little confused
because there's all this testimny about the pension
assets and ot her pension issues.
And then | saw later in the testinmony,
there was somet hing about ADIT related to 401-k.
| would just Iike to know very
generally what ComEd has in ternms of retirenment.
A Sur e.
ConEd has actually two pl ans. ConEd
has a pension plan and ComEd has a 401-k pl an.

The pension plan, up until
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approximately 2001, | don't know the exact date was a
defined benefits plan.

After that, ComkEd switched to a cash
bal ance plan in order to reduce costs, the pension
costs.

ComEd/ Exel on al so offer a voluntary
401-k plan, which an enployee can participate.

Q That's in addition to the pension?
A Yes, it is in addition to the pension.
JUDGE SAI NSOT: Okay. Thank you.
MS. BARRETT: Can we take just a 5-m nute
break.
JUDGE SAI NSOT: Sur e.
(Wher eupon, a recess was taken.)

REDI RECT EXAM NATI ON

BY

MS. BARRETT:

Q M. Fruehe, 1'm going to show you what |
wi Il mark as ComEd Redirect Exhibit 1.

JUDGE SAI NSOT: We are calling this ConEd
Cross- Exhibit 1.

MS. BARRETT: | did Redirect Exhibit 1.
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JUDGE SAI NSOT: Redirect is better.
BY MS. BARRETT:

Q M. Fruehe, do you recognize this document?

>

Yes, | do.
Q Can you describe what it is, please
A This is ComEd's data request response to AG
1009 that explains how the restricted stock is
awar ded to enpl oyees.
MS. BARRETT: We would |ike to move for the
adm ssion of this exhibit into the record.
JUDGE SAI NSOT: Any objection?
(No response.)
JUDGE SAI NSOT: That being the case, ComEd
Redi rect Exhibit 1, which is, just for the record,
Commonweal t h Edi son's Conpany's response to an AG
data request, a series of AG Data Requests 10.09 and
an attachment. That will be admtted into evidence.
(Wher eupon, ConEd Redirect
Exhi bit No. 1 was admtted into
evi dence.)
BY MS. BARRETT:

Q | have just one more question for you,
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M. Fruehe. | would |ike to direct you back to AG
Cross- Exhibit 1.
Do you still have that?

A Yes, | do.

Q And this is ComEd's response to AG Request
5.02; is that correct?

A That's correct.

Q This shows a liability of approxi mately
49 mllion at year end; is that correct?

A Well, what it says here is as of January
t hrough Novenmber the amount was 49,500, 000, year-end
2009, which is also reflective of that nunber in the
year 2010 was reflected in the updated amount, the
51.2m I Ii on.

Q Looking at the 45 mllion number, what was

the i npact on the 2010 expense for this accrual ?

A Well, there was no inpact of the
49.5 mllion. The di fference between the
49.5 mllion and the 51.2, a small amunt of that,

approxi mately $125, 000 was actually included in
expense.

The rest was -- the rest of that
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di fference was put into a deferred debit

for

allocation | ater. But the $51 mllion was not

included in any shape, manner or formin ConmEd s 2010

revenue requirement or costs.

MS. BARRETT: No further questions.

Thank you
JUDGE SAI NSOT: Any recross?

MS. YU: No, thank you

JUDGE SAI NSOT: Okay, M. Fruehe.

excused. Thank you very nmuch.

You're

(W tness excused.)

JUDGE SAI NSOT: So we are nmeeting at 9: 30

tomorrow norning and the replies concerning M. Box's
testinmony, we'll get those tomorrow morning, as well,
and then we will recess and then come back.
Have a nice evening everyone.
Thank you
(Wher eupon, these
proceedi ngs were continued
to March 8, 2012 at the hour of
9:30 a.m)
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